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THE SOUTH IN A WAR ECONOMY* 


RALPH C. HON 
Southwestern and Duke University 


It is the lot of our generation to live during a ruthless but fas- 
cinating period in which forces have been loosed which rock the 
very foundations of our civilization. In the summer of 1940 the 
American public became aware that the expanded danger zone 
included this country. Honest differences of opinion have arisen 
among able and patriotic citizens as to the necessity of our entering 
into a ‘shooting war’’ with either Germany or Japan, but there 
has been a strong consensus to the effect that we should arm 
against both. We have watched mighty nations pass from the 
scene within the last two years largely because their people lived 
in the false hope that they would be allowed to go their way in 
peace. During such critical times it appears that the only real- 
istic policy is to expect the worst and be ready to meet any pos- 
sible challenger with superior force. 

Our defense program, which started out as a $10,000,000,000 
project, has grown steadily since its inception, until allocations 
and commitments have already reached a total of $64,000,000,000 
or almost twice the expenditures of the United States in the last 
war. Contracts actually let under this program amount to over 
$40,000,000,000 and money paid out to date amounts to approxi- 
mately $10,000,000,000. Actual expenditures are now running at 
the rate of $1,500,000,000 a month and in order to give reasonable 
assurance that the program will be effective it will be necessary 
to more than double this rate by 1943. 


* Presidential Address, Fourteenth Annual Meeting of the Southern Economic Asso- 
ciation in joint session with the Southern Political Science Association, Nashville, Ten- 
nessee, November 14-15, 1941. 
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Such expenditures will inevitably make an indelible impression 
upon our economy. Thus far they have virtually taken up the 
slack in our productive capacity and the effects of reemployment 
and larger pay rolls have been pleasant, but from now on the im- 
pact will be harsh. There must be changes in our ways of life, 
in the relationship between government and business, and in the 
distribution of wealth and income. It is our task to direct these 
changes so that the unfavorable ones will be minimized and the 
favorable ones maximized. This will require all the wisdom, 
foresight, energy, and leadership that we can muster. 

More specifically, how do this world crisis and defense program 
affect the economic outlook for the South?! Our first concern is 
with the success of the defense program, and we recognize that 
this will depend largely on what the South puts into it, not on 
what the South gets out of it. Our primary endeavor must be 
to adjust our thinking and our activities to the national program 
in order that we may make our maximum contribution to its 
effectiveness. Leaders of American thought are beginning to 
realize, however, that we cannot have the strong nation we all 
desire until the South, the weakest section economically, is 
strengthened. 

Students of southern economic and social problems have long 
agreed that the foremost problem of the region is to raise the 
per capita income and that the best hope for accomplishing this 
lies in the development of industry. 

The South is still primarily an agricultural region. It contains 
almost 41 per cent of the farm population of the United States, 
but only 15.3 per cent of the industrial workers. Its farmers, 
however, received only 21.5 per cent of the total gross agricultural 
income in 1939, and its industrial workers collected only 10 per 
cent of the industrial wages.* 

Throughout most of the South the economic system is based 
on an agricultural foundation, the keystone of which is cotton. 
Although the acreage devoted to cotton decreased from 35 per 

1 Throughout this paper the term South is used (as Odum uses it) to include Virginia, 
North Carolina, South Carolina, Georgia, Florida, Alabama, Mississippi, Louisiana, Ar- 
kansas, Tennessee, and Kentucky. 


? The farmers of the South received cash income, exclusive of government payments, of 
$1,427,752,000 in 1939, and the industrial workers received $918,091,000 in wages. 
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cent of the cultivated area in 1929 to 19 per cent in 1939 (when 
more than twice as much acreage was devoted to corn as to cotton) 
the cash income from cotton and cottonseed was 27 per cent of 
the total cash income from southern agriculture. Tobacco, the 
next most important commercial crop, accounted for only 2.7 per 
cent of the acreage, but for 16.7 per cent of the cash income. 
Cotton and tobacco have persisted as the chief cash crops because 
the money incomes per acre and per hour devoted to the cultiva- 
tion of other crops have been even lower than those received from 
these staples. 

Since the southern economy has been geared to the production 
of cotton and tobacco for large foreign as well as domestic mar- 
kets, its prosperity rests to a large extent on world market con- 
ditions. A major element in the farm problem of the last 20 
years has been the changed international situation which pre- 
vented the flow of our surplus agricultural products to Europe, 
where they had moved previously. Now they are dammed up 
worse than ever. In no other section is the loss of export mar- 
kets felt more acutely than in the South. While it is impossible 
to isolate the effect of the war upon cotton exports because of the 
presence of other factors, exports of American cotton last season 
were only 16.5 per cent of the average for the preceding ten years 
and 17 per cent of those for 1939-40. Thus, the foreign market 
for cotton has practically disappeared. Not since the Civil War 
have out cotton shipments been at such a low level.* 

Under the stimulus of the defense program, domestic consump- 
tion of American cotton last year amounted to 9,571,000 bales, 
which is 23 per cent above the previous record established in 
1936-37. This increase in domestic consumption is helpful, but 
fails by far to compensate for the loss of foreign markets. Con- 
sumption plus exports last season amounted to only 10,700,000 
bales or 1,604,000 less than the amount produced in 1940. The 
result was an addition to domestic supply which gave us a carry- 
over of approximately 11,922,000 bales at the beginning of the 
current season. 

In spite of this situation the price of cotton has increased in 


3 Cotton exports in September, 1941, were the largest since October, 1940, but were still 
only 35 per cent of the 1935-39 average. 
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recent months to the highest point since 1929. From October, 
1940, to September 9, 1941, the price rose 8.50 cents a pound, to 
reach an average 17.77 cents in the ten markets. This rise is a 
result of higher loan values, a recognition that the 1941 crop is 
a small one, and the anticipation of a marked increase in the 
general price level. 

The current increase in the price of cotton does not alter the 
fact that southern cotton farmers face the most imperative ad- 
justment to be found in American agriculture. Under present and 
prospective conditions there are simply too many people trying 
to make a living growing cotton. The situation in tobacco is 
quite similar. According to the Agricultural Adjustment Ad- 
ministration, the families growing this commodity are equipped 
to produce at least 50 per cent more than the world now con- 
sumes. 

Even before the war the South was faced with the long-time 
problem of reconstructing an outmoded cotton economy, and the 
war curtailment of export outlets for cotton and tobacco has in- 
tensified the problem. The only sound conclusion seems to be 
that we must build an economy in the South in which cotton 
and tobacco will have a place, but which will depend less on 
agriculture in general and on these two crops in particular. A 
start has been made in the reduction of cotton and tobacco acreage. 
It seems likely that the cotton acreage being harvested this year 
is the smallest since 1895. Full participation by southern farmers 
in the food-for-defense program, now being sponsored by the 
Department of Agriculture, would not only aid the anti-Axis 
powers but contribute to the development of a stronger, healthier 
South. 

Any investigation of the effect of the war economy upon the 
South must include an analysis of the defense contracts. During 
the first year of the defense program, or prior to July 1, 1941, 
contracts awarded in the United States amounted to $16,824- 
069,000 or $128 per capita. Those awarded in the South amounted 
to $1,973,104,000, or $70 per capita, while those awarded outside 
the South amounted to $143 per capita. The South, with 21.5 
per cent of the population of the country, received 11.7 per cent 
of the contracts. These contracts awarded in the South were 
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naturally distributed unevenly among the states. Virginia ob- 
tained contracts equivalent to $326 per capita, while Arkansas’ 
allotment amounted to only $15.50 per capita. Virginia’s con- 
tracts amounted to 44.3 per cent of all those awarded in the South. 

It is not surprising that out shipyards account for a major part 
of the defense production of the region. Although most of the 
major naval contracts are placed with the shipyards along the 
North Atlantic, close to the steel mills, the shipbuilding authori- 
ties are committed to construction on all four coasts, partly to 
attain maximum speed in construction and partly to make it diffi- 
cult for possible enemy bombers to handicap the work. 

The yards in the South best equipped to aid in building the 
nation’s $7,000,000,000 two-ocean navy are the Norfolk Navy 
Yard and the facilities of the Newport News Shipbuilding and 
Drydock Company. At the time the emergency defense program 
started these yards were building for the Navy two battleships, 
scheduled to be completed in 1944, two mine-sweepers and an 
aircraft carrier. Orders were immediately added for two cruisers, 
four aircraft carriers and a mine-sweeper at a total cost of $234- 
600,000. On September 9, 1940, the Navy ordered two battle- 
ships to be built at Norfolk and four aircraft carriers and two 
cruisers to be built at Newport News at a cost of $433,045,000. 
The contracts awarded on that one day account for almost~one- 
half the money involved in all the contracts placed in Virginia 
during the first year of the defense effort. No other state in the 
South received contracts for as much as half that amount during 
the entire year. 

The second most important builder of fighting ships in the 
South is the Charleston Navy Yard. When the emergency pro- 
gram began it was constructing three destroyers, and contracts 
for five more were immediately added at a cost of $46,449,000. 
Later in the year orders were placed for seven more to cost ap- 
proximately $63,000,000. These 12 vessels account for two-thirds 
of the defense orders placed in South Carolina during the year. 

Other Navy contracts being filled in the South are worth men- 
tioning. An order for four net layers to be built at Pascagoula 
by the Ingall’s Shipbuilding Corporation of Birmingham at a 
cost of $50,000,000 accounts for practically two-thirds of the value 








296 RALPH C. HON 


of the defense contracts placed in Mississippi during the year and 
orders awarded the Tampa Shipbuilding Company account for 
40 per cent of the business placed in Florida. The Gulf Ship- 
building Corporation is also building four destroyers at Mobile. 

In addition to our need for naval vessels, the emergency found 
us glaringly deficient in merchant vessels. We had been carrying 
only about 22 per cent of our foreign commerce in our own ships 
and during the 15 years from 1922 to 1937 only two ocean-going 
cargo catriers were produced in American shipyards. With the 
Nazis sinking British, allied, and neutral shipping at the rate of 
5,000,000 tons a year, it became clear that if we were to import 
rubber, tin, bauxite, manganese, and other bulky materials of 
strategic importance, we would have to launch a tremendous 
shipbuilding program. Fortunately, the United States Maritime 
Commission, created in 1936, adopted a long-range building pro- 
gram in 1938 calling for the construction of 50 new vessels a year. 
Prior to the inauguration of the defense program the Newport 
News Shipbuilding and Drydock Company‘ had received orders 
from the commission for three tankers, four cargo vessels, seven 
combination cargo and passenger carriers, and one liner. As the 
emergency developed, the commission quickened the pace of its 
regular program. Orders were placed for eight cargo vessels to 
be built at Tampa and for 27 of a larger and faster type to be 
built at Pascagoula. 

On January 3, 1941, the President announced a new emergency 
shipbuilding program calling for the construction of 200 standard- 
ized cargo carriers. In April, 222 more merchant vessels were 
added for transfer to Great Britain, and in August provision was 
made for 566 additional ships. The Maritime Commission 
adopted the slogan “‘two ships a day in 1942 and 1943.’ One 
hundred thirty-one ship ways are being constructed at an average 
cost of $1,000,000. Thirty-two of these are in the South: g at 
Wilmington, North Carolina, 12 at Mobile, 8 at New Orleans, 
and 3 at Pascagoula. Included in the emergency program are 36 

4 As current contracts are completed the facilities at Newport News are being made avail- 
able to the Navy and the Maritime Commission has the problem of developing other facilities. 

5 The liner, the “‘America,"’ built at a cost of $15,750,000, was the largest merchant vessel 


ever constructed in the United States. Couverted into a Navy transport last summer, it was 
rechristened the ‘‘West Point.” 
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tankers and 27 vessels to be built at Mobile, 33 vessels at New 
Orleans, 12 at Savannah, and 37 at Wilmington. 

The largest individual item in our expenditures for defense is 
for airplanes. When the war broke out Germany appears to have 
had not only twice as many military planes as England and France 
combined but also twice their plane-producing capacity. The 
collapse of France transferred most of its productive capacity to 
Germany and the German bombing has been effective in reducing 
Britain’s production. Consequently, one of our best opportunities 
to aid Britain is through the production of planes. 

During its entire history down to 1939, the American aircraft 
industry had built less than 45,000 planes. Now it is expected 
to equip itself to deliver 50,000 annually with all the improve- 
ments and complications of modern design. The part played by 
the South in the direct production of planes is very small. Its 
only assembly plant of importance, the Vultee plant in Nashville, 
has until recently specialized in the production of two-place un- 
armed observation planes. Within the last two months pro- 
duction has started on a new single-engine dive bomber known 
as the ‘‘Vengeance.’’ This plant cannot, however, be regarded 
as one of the major military aircraft plants of the country.* At 
Memphis, approximately $4,000,000 is being spent remodeling and 
expanding the facilities of the Fisher Body plant, which formerly 
made wooden parts for automobiles, preparing it for the produc- 
tion of subassemblies for the medium bombers which will be 
assembled at the Kansas City plant of the North American Avia- 
tion Corporation. Apparently no aircraft engines or propellers 
are made in the South. 

While the South produces relatively few finished airplanes, its 
contribution to the production of military planes cannot be meas- 
ured on that basis. Because of the great saving in weight that 
aluminum makes possible and the consequent gains in speed, 
aluminum alloy comprises more than 60 per cent of the weight 
of a military plane and in 1939 the South produced 54 per cent 
of the primary aluminum made in the United States: 41 per cent 
at Alcoa, Tennessee, and 13 per cent at Badin, North Carolina. 
In a special message issued July 2, 1941, the directors of OPM 


6 It produced 22 planes in July. 
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addressed the people of the South as follows: “‘Citizens of every 
section are being called on to carry their share of effort and sac- 
rifice. But for the citizens of the southeastern states there is a 
special jobh—THAT JOB IS THE PRODUCTION OF ALUMI- 
NUM.” 

Aluminum is made from bauxite by a complicated series of 
processes. The first major operation transforms the bauxite into 
alumina, a powdery substance, and the second converts the alu- 
mina into aluminum. In 1939, the United States produced g per 
cent of the world’s bauxite, with 96 per cent of this domestic 
production coming from Saline and Pulaski counties in Arkansas 
and the remainder from Alabama and Georgia. Domestic pro- 
duction amounted to 45 per cent of the national bauxite consump- 
tion. Approximately one-half of the domestic bauxite was used 
in the chemical industry and in abrasive plants. The remainder, 
together with practically all imported bauxite, over go per cent 
of which came from Dutch Guiana, was used for the production 
of aluminum. The bauxite was concentrated to alumina at Mo- 
bile and East St. Louis, and the alumina was reduced to aluminum 
in Tennessee, North Carolina, and New York. Approximately 
75 per cent of the aluminum was made from imported bauxite 
and 25 per cent from domestic. It was regarded as sound policy 
to depend primarily upon imported bauxite during normal times 
in order to conserve the domestic supply for such emergencies as 
the present. The bauxite from Dutch Guiana is superior to that 
produced in this country, and even after the tariff of a dollar per 
ton is paid, it can be used as economically as domestic bauxite.’ 

Prior to this year the Aluminum Company of America produced 
all of the raw aluminum made in this country. Its production 
of 327,000,000 pounds in 1939 broke all previous records but 
production in Germany was estimated to be about 27 per cent 
greater.* The aviation industry took twice as much aluminum 
that year as it had taken two years previously and it was clear 
that a considerable increase in our productive capacity was essen- 
tial. The Aluminum Company of America agreed to spend 

7 Testimony of G. R. Gibbons, senior vice-president, Aluminum Company of America, 


Hearings Before a Senate Committee Investigating the National Defense Program, Pt. 3, p. 80. 
8 Herbert A. Franke and M. E. Trought in Minerals Yearbook, 1940, p. 653. 
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$150,000,000 in an expansion program that would more than 
double its capacity. This program includes the construction of 
a new sheet-rolling mill at Alcoa, which will triple its capacity 
to produce high strength aluminum sheet at that location; the 
speeding up of construction on two dams in North Carolina to 
provide power; the expansion of the mill facilities for the handling 
of bauxite in Arkansas; the purchase of additional ships to bring 
bauxite from Dutch Guiana; additions to the alumina works at 
Mobile; and an increase in the capacity of the metal-producing 
facilities at Alcoa and at Badin. 

When the defense program started, the officials of OPM were 
convinced that the productive capacity in existence and under 
construction was adequate to meet both national defense and 
civilian needs. Furthermore, they were inclined to rely on the 
Aluminum Company of America, the only organization in the 
country with experience in aluminum production, for any addi- 
tional amounts that might be needed. There was, however, in- 
tense dissatisfaction in certain influential quarters, occasioned by 
the fact that the nation was dependent upon a private monopoly 
for its most essential air defense material. 

Mr. Richard S. Reynolds, President of the Reynolds Metals 
Company, was apparently one of the first to realize the inade- 
quacy of our plans for the production of aluminum. In the summer 
of 1940 his company, which had processed aluminum but had 
not produced it, was granted an RFC loan of $15,800,000 for the 
construction of aluminum production facilities near Sheffield, 
Alabama. These facilities, an alumina plant and an aluminum 
reduction plant, were constructed and began operations last May 
at Listerhill, Alabama. The alumina plant is sufficient to pro- 
vide alumina for the reduction plant at Listerhill and also for 
one at Longview, Washington, which was provided for last Feb- 
ruary, when the loan from RFC was increased to $20,000,000. 
The Defense Plant Corporation, a subsidiary of RFC, also an- 
nounced in February that it would build and lease to Reynolds 
a $10,000,000 rolling mill at Listerhill for the manufacture of 

9 Listerhill is a new community named in honor of Senator Lister Hill who had encouraged 


Mr. Reynolds to engage in the production of aluminum and arranged the interview for him 
with the chairman of the RFC. 
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aluminum sheet and structural shapes and a $3,000,000 aluminum 
extrusion plant at Louisville. Listerhill is now the only loca- 
tion in the United States which has the complete series of processes 
necessary to make fabricated aluminum from bauxite. 

The Aluminum Company of America produced 412,500,000 
pounds of aluminum in 1940 and will produce approximately 
585,000,000 pounds in 1941.1° On the basis of the capacity for 
which arrangements had been made last spring, it was estimated 
that by the middle of 1942 this company would be producing at 
the rate of 730,000,000 pounds a year and Reynolds at the rate 
of 120,000,000 pounds.!! 

As the defense program exparded, and particularly after the 
announcement of the new heavy bomber program, OPM revised 
its calculation upward and concluded that we need 1,600,000,000 
pounds of aluminum a year. It is estimated that 200,000,000 
pounds may be imported from Canada, leaving 1,400,000,000 
pounds to be produced in the United States. In order to achieve 
this rate of production the government has contracted for the 
construction of two large plants for the reduction of bauxite into 
alumina and seven plants for the production of aluminum. 

The alumina plants are being constructed in Arkansas and will 
have an annual capacity of 500,000,000 pounds each.!*? They are 
are to be operated by the Aluminum Company of America, but 
are to be owned by the government. Designed to use low-grade 
bauxite ores that have previously been regarded as submarginal, 
it is anticipated that their operation will almost triple Arkansas’ 
supply of exploitable bauxite. Alumina made from the low- 
grade ore will be used primarily for the production of aluminum 
leaving the high grade bauxite to be mined and used for chemicals 
and abrasives. The new aluminum plants are to have a com- 
bined capacity of 600,000,000 pounds a year. Two of these 
plants, with an annual capacity of 100,000,000 pounds each, are 


10 Testimony of Mr. T. W. Wilson, vice-president in charge of operations, Aluminum 
Company of America, Hearings Before a Senate Committee Investigating the National Defense 
Program, Pt. 3, p. 912. 

1 Report of Special Senate Committee to Investigate the National Defense Program, June 26, 
1941, p. 7. 

12 Approximately two pounds of bauxite are required to produce a pound of alumina 
and two of alumina are required to produce a pound of aluminum. 




















THE SOUTH IN A WAR ECONOMY 301 


to be located in the South, one at Listerhill, to be operated during 
the emergency by Reynolds and the other in Arkansas, te be 
operated by the Aluminum Company of America. Originally, it 
was planned to construct another smaller plant in North Carolina, 
but because of the power shortage in the South it was shifted to 
Tacoma, Washington. 

Electricity in large quantities, a prime requirement for the 
manufacture of most war materials, is especially needed in the 
production of aluminum. It is now probably the most serious 
bottleneck in the defense program and, unfortunately for the 
South, the shortage developed first in this section. The Alumi- 
num Company of America is the nation’s largest corporate user 
of electric power. It takes 250,000 kilowatts, or two and a half 
times as much electricity as can be generated at Norris Dam, to 
operate the Alcoa plant alone.'* The company owns the largest 
private industrial hydro generating system in the country but de- 
pends upon the TVA for large quantities of additional electricity. 

As early as March 28, 1935, David Lilienthal called the atten- 
tion of the Committee on Military Affairs of the House of Rep- 
resentatives to the strategic importance of the Tennessee Valley 
area from the standpoint of national defense and made the follow- 
ing shrewd prediction: ‘‘—I think it can hardly be over em- 
phasized, that not only is there not a surplus of electrical energy 
in the Tennessee Valley but we are confronted, before this con- 
struction program can be really carried out, with the prospect of 
an acute shortage of electrical energy at a time when it may ac- 
tually be a matter of life and death.’"'* But the committee does 
not seem to have taken his testimony very seriously, largely be- 
cause so little industry of military significance was then located 
in the Tennessee Valley. 

It was not until August 1, 1940, that Congress authorized an 
expansion of the TVA program to provide power to meet the in- 
creased needs of defense industries. The program authorized at 
that time includes Cherokee Dam on the Holston River in Ten- 
nessee, which will have a generating capacity of 90,000 kw; the 


18 Statement by David E. Lilienthal in a radio address, May 27, 1941. 
14 Tennessee Valley Authority, Hearings Before the Committee on Military Affairs, House of 
Representatives, 74th Cong., 1st Sess., p. 44. 
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120,000 kw steam plant in the vicinity of Watts Bar Dam; and 
additional generating capacity of 36,000 kw at Pickwick and 
50,000 kw at Wilson. More recently provision has been made 
for four additional dams on the Hiawassee River. By the end 
of 1942 TVA is scheduled to have an installed capacity, steam 
and hydro, of slightly over 1,500,000 kw. This is a substantial 
addition to the power resources of the South but two dams on 
the Columbia River, Grand Coulee and Bonneville, will excel this 
by 60 per cent. 

Greater increases than had been expected in the demand for 
electricity for defense purposes, including aluminum, ferro-alloys, 
steel, and important chemicals, combined with a subnormal rain- 
fall produced a shortage of electricity which caused the Federal 
Power Commission to take steps last May which resulted in the 
coordination of the generating facilities of 17 states to form a 
giant southeastern defense power pool. A month later, on June 
28, the commission declared the existence of an emergency in the 
Southeast and urged all citizens of these states to curtail the use 
of electricity for all nonessential purposes. Daylight saving time 
was introduced later in the summer in order to conserve elec- 
tricity. 

These arrangements, plus heavy rains in July, gave temporary 
relief. It was recognized, however, that other measures were 
necessary and on July 21, OPM announced that it had borrowed 
J. A. Krug, Manager of Power for the TVA, to head a new power 
unit designed to handle all defense power problems. Mr. Krug 
immediately urged the installation of all the efficient generating 
equipment that could be manufactured in time to meet the emer- 
gency and has recently insisted upon certain restrictions on the 
use of electricity. 

The shortage of generating capacity is particularly serious be- 
cause, while it takes only from 6 to 12 months to construct an 
aluminum plant, it requires from 18 to 30 months to install eco- 
nomic generating facilities under the present schedule of deliv- 


15 The severity of the renewed drought is indicated by the fact that the amount of elec- 
tricity generated by water-power in the South during September, 1941, was 33.4 per cent 
below the amount generated in September, 1940. The total amount of electricity generated 
in the South, however, was up 25 per cent in comparison with only 20 per cent for the nation. 
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eries. The situation is made all the more acute by the fact that 
the only three producers of large generating units, General Elec- 
tric, Westinghouse, and Allis-Chalmers, are struggling under a 
backlog of Navy orders. 

On July 16, 1941, the Federal Power Commission submitted a 
plan to President Roosevelt for an adequate power supply for the 
defense program from 1943 through 1946.'*° Based on the assump- 
tion that defense expenditures will be running at the rate of 
$3,000,000,000 a month by 1943, it provides for the installation 
of 13,440,000 kw during the four-year period, of which 2,791,000 
kw, or 20.8 per cent, would be in the South. If these proposals 
were put into effect, the South’s part of the nation’s supply of 
electricity would be substantially increased since only 14.5 per 
cent of the electricity generated in the United States in 1940 was 
produced in this region.17 

The most important project recommended for the South was 
the development of 300,000 kw at the Fontana site which was 
purchased by the Aluminum Company of America more than 25 
years ago and is probably the best undeveloped water-power loca- 
tion in the East. After considerable dissension between the 
Aluminum Company of America and the Federal Power Commis- 
sion in regard to whether development of the Fontana project by 
the company would necessitate a federal license,!® the company 
and the Tennessee Valley Authority announced last August 15 that 
they had reached an agreement under which TVA had acquired 
the Fontana site. Other provisions of the agreement stipulate 
that when construction of a dam at this location has advanced 


16 Federal Power Commission, Release No. 1637. 

17 Federal Power Commission, Release No. 1634. The plan calls for the division of the 
new generating capacity for the South during the four-year period as follows: North Carolina, 
791,000 kw; South Carolina, 385,000 kw; Arkansas, 357,000 kw; Kentucky, 290,000 kw; 
Alabama, 240,000 kw; Georgia, 223,000 kw; Virginia, 160,000 kw; Louisiana, 145,000 kw; 
Tennessee, 135,000 kw; and Florida, 65,000 kw. The absence of any provision for the 
installation of new generating capacity in Mississippi during this period is accounted for by 
the fact that this state depends rather largely upon power generated in Alabama and Ten- 
nessee. The large amount allocated to North Carolina is primarily a result of two hydro- 
electric projects recommended by the commission, the Hiawassee-Ocoee to be completed 
in 1943 with an installed capacity of 210,000 kw and the Fontana to be completed in 1945 
with an installed capacity of 300,000 kw. 

18 See Federal Power Commission, Opinion No. 61, March 8, 1941. 
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far enough for it to be a part of an integrated system, the TVA 
will take over the operation of the five-dam hydroelectric system 
of the company.'® Unified operation of the Alcoa hydro system 
with that of the TVA is expected to make available a substantial 
amount of power above that which could be generated by the two 
systems operating independently. 

In addition to the expansion of the shipbulding, power, and 
aluminum industries, a number of huge plants are being constructed 
in the South for the manufacture of munitions and explosives. 
These facilities are government owned and agent operated. Quite 
commonly a powder plant and either a bag loading or a shell load- 
ing plant are located in the same vicinity. The first such combina- 
tion erected under the defense program was constructed in Virginia 
under a contract with the Hercules Powder Company. Smokeless 
powder is manufactured near Radford and moved to the bag load- 
ing plant at nearby Pulaski, where fabricated bags are manu- 
factured and filled with powder to be used as a propellent charge 
for large artillery shells. The cost of these two Virginia plants 
was approximately $50,000,000. The Defense Plant Corporation 
also purchased the $26,000,000 smokeless powder plant near 
Memphis from the British government and it is being operated by 
du Pont. The army has arranged for the construction of a shell 
loading plant and ammunition storage depot in West Tennessee at a 
cost of approximately $20,000,000 and entered into a $25,000,000 
contract with the Proctor and Gamble Defense Corporation for the 
operation of the loading plant. The Hercules Powder Company 
has a $47,000,000 contract to equip and operate a TNT plant at 
Chattanooga. A subsidiary of the Allied Chemical and Dye 
Company constructed a plant for the government at West Hender- 
son, Kentucky, at a cost of $13,600,000, which will be used for 
the manufacture of anhydrous ammonia, a component of smokeless 
powder. The TVA also received $6,500,000 for the rehabilitation 
of Nitrate Plant No. 2 at Muscle Shoals in order to produce am- 
monia. The du Pont Company constructed a smokeless powder 

19 This system consists of three dams constructed several years ago on the Little Tennessee 
River and two others, Glenville and Nantahala, constructed to meet the increased needs 
associated with the defense program. The Glenville Dam recently began operations and 


Nantahala is scheduled for operation next July. They will add approximately 55,000 kw 
of assured capacity to the system. 
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plant at Childersburg, Alabama, at a cost of $48,000,000 and the 
Brecon Loading Company, a subsidiary of the Coca Cola Company, 
will operate a $10,000,000 bag loading plant in the same com- 
munity. Du Pont is building a $26,000,000 plant at Sylacauga, 
Alabama, which will provide TNT, DNT, and Trtryl for the 
ordnance department. Huntsville, Alabama, is the location of a 
30,000 acre tract on which a $35,000,000 Chemical Warfare Service 
Arsenal and Ordance Assembly Plant are being constructed. The 
Mathieson Alkali Works is constructing a $16,000,000 magnesium 
plant at Lake Charles, Louisiana, and a $20,000,000 plant at 
Minden, Louisiana, will load shells and bombs. The Cities 
Service Defense Corporation will manufacture picric acid in an 
$8,500,000 plant at Marche, Arkansas, a $21,300,000 ammunition 
loading plant is being located at Jacksonville, Arkansas, and a 
$12,000,000 bag loading plant at Flora, Mississippi. 

One can easily understand the grave concern that has been ex- 
pressed regarding the economic consequences of the defense pro- 
gram. The Temporary National Economic Committee has referred 
to it as ‘‘an instrumentality of economic concentration the like of 
which the world has never seen.”?° The Director of Purchases 
for the Office of Production Management revealed the fact that 71 
per cent of the first $8,000,000,000 worth of contracts were placed 
in 20 cities and their immediately adjacent industrial areas and 68 
per cent of the first $10,000,000,000 worth were awarded to 30 cor- 
porations.* It seems clear, that in its initial stages at least, 
the defense program added to our geographical and financial con- 
centration. 

It is not surprising that this should have been the case. Speed 
is essential in the defense program and orders were placed with 
large corporations whose principal plants are concentrated in the 
industrial centers of the country. These orders naturally followed 
the previously existing pattern of industrial activity. The factor 
of major importance, however, in bringing about the industrializa- 
tion of the South is, not the orders for finished goods, but the 
location of new productive facilities. 

In 1939, prior to the initiation of the defense program, $172- 


20 Final Report and Recommendations of the Temporary National Economic Committee, p. 3. 
21 OPM Press Release 337. 
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031,562 or 12.8 per cent of the total expenditures in the United 
States for plant and equipment were made in the South. Privately 
financed defense industrial facilities for which certificates of neces- 
sity had been issued through June 30 amounted to $753,123,095”* 
of which $149,704,283 or approximately 20 per cent was for the 
South.?* Investments by the Aluminum Company of America 
and its subsidiaries to expand their facilities in Tennessee, North 
Carolina, and Alabama accounted for over half of this amount. 
The new aluminum sheet-rolling mill at Alcoa is the largest pri- 
vately-financed industrial facility in the entire defense program. 
At the end of July the government had made definite commitments 
through contracts and letters of intent to finance the construction 
of $3,145,066,231 worth of defense industrial facilities of which 
$451,411,164 or 14.4 per cent is scheduled to be located in the 
South.*4 Approximately two-thirds of this amount is for facilities 
to produce ammunition and explosives. Only a fraction of one 
per cent of the government money for the expansion of aircraft 
facilities has come into the South but 27 per cent of the expenditures 
for the expansion of production of ammunition and explosives has 
come into this region. 

The government is faced with formidable problems in attempting 
to encourage industrial decentralization. One of the first bottle- 
necks encountered was managerial personnel. This is particularly 
true in the aircraft industry and must be taken into consideration 
in the location of new plants. The easiest way to increase capacity 
in a given industry is to arrange for the expansion of companies 
in the business. One of the big manufacturers is quoted as saying 
“TI can’t build another plant more than twenty miles away from 
my present plant. I haven't the staff to run it.’’*® It is reported 
tHat the construction of the bomber plant at Omaha has been 
retarded by the inability of the parent company to provide an 
adequate number of experienced aircraft executives. 


22 This is the amount allocated to the various states. 

*3 The South obtained only 11 per cent of the privately financed industrial facilities during 
July and August. 

4 The South obtained 21 per cent of the government-financed defense industrial facilities 
during August. The largest projects were the ordnance plant at Chattanooga and the 
expansion of the facilities for the production of pig iron at Birmingham. 
°5 Final Report and Recommendations of the Temporary National Economic Committee, p. 544. 
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An unfortunate aspect of the concentration of munition plants 
in the South is that this is probably the type that will be most 
difficult to adapt to peace time needs when the emergency is over. 
In the case of new plants that give promise of operating after the 
emergency, which is the type that everyone wants, the govern- 
ment desires to place them where they will have the greatest market 
value when the time comes to dispose of them. The company 
which operates the plant is usually the best potential purchaser, 
commonly having an option to buy, and its appraisal of the plant 
will depend largely on whether the location is such that it can be 
operated efficiently with the rest of the company’s manufacturing 
facilities. The result is that the operating company rather than 
the government, frequently takes the initiative in deciding on new 
plant locations. 

The situation, nevertheless, is not hopeless. The directors of 
OPM have appointed a Plant Site Committee to pass on all loca- 
tions of additional plants or facilities required for national defense. 
The regulation establishing this committee instructs it to facilitate 
the geographical decentralization of defense industry in so far as 
this can be done without retarding the military effectiveness of the 
program. In addition, the Division of Contract Distribution has 
been established by OPM to help the Army and Navy spread their 
contracts as widely and swiftly as possible. It has established 
field offices throughout the country in an effort to make it easier 
for manufacturers to get the information and make adaptations 
in their plants that will enable them to acquire defense contracts. 

Perhaps the best single indication of how the South has fared 
economically during the defense program is found in the Bureau of 
Labor Statistics figures on the number of employees in nonagricul- 
tural establishments. During the 15 months from June, 1940, 
to September, 1941, the number of such employees in the South 
increased 18.5 per cent compared to 15.8 per cent in the entire 
country. Alabama, Virginia, South Carolina, Mississippi, North 
Carolina, Arkansas, Georgia, and Tennessee exceeded the national 
average while Florida, Louisiana, and Kentucky fell below. Ala- 
bama leads the nation as well as the South with an increase of 26.3 
per cent. The average increase in the South was better than 
that in the Middle Atlantic, West North Central, and Mountain 
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states but not so large as that in New England, and in the East 
North Central and Pacific states. 

The South sorely needs investment in manufacturing establish- 
ments and now that the nation is engaged in the greatest program 
of plant expansion in its history, we have an unusual opportunity 
to enlarge the industrial capacity of the South and to train our 
labor supply in industry without injuring other industrial areas. 
More could be accomplished in the next two or three years than 
could be achieved in a generation of ordinary development. Thus 
far, although tangible progress has been made, the industrializa- 
tion gained by the South as a result of the defense program leaves 
much to be desired in both quantity and quality. The amount of 
foresight we now muster will determine whether we are to in- 
tensify existing maladjustments or to use the emergency to build a 
South that will contribute its share to a strong well-balanced 
nation. 


renner 


———— 








PRICE CUTTING AND ECONOMIC WARFARE 


SIDNEY WEINTRAUB 
St. John’s University 


The mere mention of the terms “‘price cutting’’ and ‘‘economic 
warfare’ conveys a vivid picture of reality. Yet despite universal 
familiarity with the connotations involved there is scarcely a 
rounded discussion of the terms in modern literature.! Recent 
work in the theory of nonperfect competition seems to have side- 
stepped them completely in the search for determinate situations 
in which the principle of sensible action,? the maximizing condi- 
tion of equating marginal revenue and marginal cost, is satisfied. 
Apparently it is believed that if this is not so, movements must 
take place in the price and output policy of the firm; the position 
is inveighed and conveniently disregarded as one of ‘‘disequilib- 
rium,’’ one which cannot endure. 

But if our aim is to understand the real world, and not to tell 
the business man what should be done in the name of sensible ac- 
tion, it does no good to suppose that other adjustments are only 
ephemeral positions which cannot endure. For the fact may be 
that they persist over long periods of time. There is no reason 
why we should not, one way or another, fit them into our sta- 
tionary framework of an unvaried continuum of repetitious output 
and price policies. Then they can be pointed to as instances in 
which economic adaptation is decided on other grounds than the 
reasonable a priori supposition of sensible action would suggest. 


1Cf. however, F. Zeuthen, Problems of Monopoly and Economic Warfare. Despite the 
inclusion of the term in the title of this work, the sense in which the present writer uses 
the term has not been developed. Instead usual equilibrium solutions of monopoly and 
duopoly problems are contained, and on lines which have subsequently been rendered more 
elegant. The term ‘‘warfare’’ is applied to the indeterminate problems of bilateral mo- 
nopoly rather than to conflicts among producers. 

2 See Joan Robinson, Economics of Imperfect Competition, p.211. This is, as T. W. Hutchison 
calls it, the ‘‘Fundamental Assumption.’ See his Significance and Basic Postulates of Economic 
Theory, pp. 83-84. 
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I 


In the main part of this article we shall assume just two sellers 
offering identical products, as viewed by consumers, and coexisting 
in a perfect market, i.e., where there is ready communication 
between buyers and sellers.* At some places this assumption 
will be lifted to admit some slight degrees of market imperfection. 
Only at the final stage will the argument be extended to encompass 
the theory of monopolistic competition proper where markets, 
although highly related, are not identical for separate sellers. 
The major part of the discussion then is of a duopoly problem in 
the sphere of imperfect competition.‘ 

Matters of definition remain. Price cutting we shall define as 
the lowering of prices not just below the established level but 
below the full cost of the quantity that will bedemanded at thenew 
price.* Economic warfare we shall take to mean an exaggerated 
state of price cutting in which the aim is to drive the rival per- 
manently from the field. In price cutting theintention is tosecure 
a temporary advantage over rivals unless, in the extreme, it comes 
to deteriorate into warfare through extension over time. The 
one policy looks largely to the effect in the one period; the other 
to the consequences for the future composition of the market. 

Palpably, a policy of price cutting on one item will generally be 
part of a “‘loss-leader’’ campaign. Hence it is hoped to offset the 
losses with gains on other articles in the present, or to build con- 
sumer goodwill for the future. Whatever may be these related 
effects, we shall be interested solely in the ramifications that the 
price cut has on the sales of the identical item by the rival 
seller. 


’ Thus perfection of the market in this sense does not unremittingly imply competition. 
This is merely to include then Edgeworth’s principle of recontract for a perfect market but 
not those of either divisibility or infinite sellers. See his Mathematical Psychics (London 
School of Economics: No. 10, Series of Reprints of Scarce Tracts in Economic and Political 
Theory), pp. 18-19. 

4 At least as Kaldor uses this term. See his ‘‘Professor Chamberlin on Monopolistic and 
Imperfect Competition,’ Quarterly Journal of Economics, LII, 529. Professor Chamberlin 
would evidently prefer to abandon the term entirely as a classificatory category of price- 
making positions. See his ‘‘Reply,”’ ébid., p. 538. 

5 Assigning the term to cover all cases of price reduction, even responses to altered supply 
or demand states, would deprive it of meaning. 
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II 


There are three cases of duopoly price cutting that may be dis- 
tinguished: 1) price cutting without retaliation; 2) price cutting 
with retaliatory equalisation, and 3) price cutting with accented 
retaliation. A further distinction may be made in all of these in- 
stances between price cutting with, and without, rationing. The 
rationing may be adopted by either the innovating or reacting firm. 
Now let us look more closely at the various cases and interpret the 
motives which may prompt the particular behavior. 

Clearly, by price cutting without retaliation is meant a situation 
in which one firm lowers its price while the rival does not follow 
suit. This may be characteristic of a circumstance in which B, the 
rival, is not aware of the price cut by A, although buyers are. 
If this is ruled out as contrary to the assumption of complete inter- 
communication among markets, it may be suggested, for one 
thing, that B’s failure to respond is due to inertia or to slowness 
in action. Or B may stand aloof from the prospect of permanently 
“spoiling the market’’ and incurring the rancor of purchasers 
when he feels that either A cannot or will not for long persist in 
the lower price policy.¢ On such grounds B may prefer to keep 
equipment idle or to produce temporarily for inventory. 

Through price cutting it may be that the output has been brought 
nearer to the competitive norm. Or it may even go in the other 
direction, of overproduction of the especial product. Actually, 
to answer whether monopoly power, measured in terms of output, 
has been reduced or merely reversed in the direction of overproduc- 
tion, will depend on the supplementary assumptions made. 

Nevertheless, should the output aspect be improved, there still 
remains an uneconomic flavor to the production. For so long as 
only one firm is producing, the given output will probably be made 
available at too high a cost. A rationalisation policy of dividing 
the output between the two firms, so long as the cost of the one 
firm goes above the cost of the output when supplied by both, 
would be economically expedient. Failing this, there is a certain 
amount of social loss whenever a firm which in the interim could 
be operated economically is, nevertheless, kept idle. 


6 This may lie back of the repeated refusal of sellers *‘to lose money on the sale.”’ 
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Price cutting with equalisation refers to a case wherein B meets 
whatever price A decides to adopt. The reason may simply be a 
matter of prestige and common-sense policy. Knowing that the 
markets are fully intertwined B will not want to let A take away 
his customary clientele. At the same time B will not care to go 
beyond A’s price innovation. in practice we would expect to find 
this case most often. Sellers always grumble of their need to 
“meet competition.’’ Other than for loss-leader purposes there 
would be little reason for price cutting when equalisation is known 
to be the response. 

In the case of price cutting with accented retaliation, as soon 
as one firm cuts price by a certain percentage, a rival, satisfied with 
the status quo and determined to preserve it, or merely as a matter 
of prestige, lowers the price even more emphatically. Obviously, 
under these conditions, a firm does well to adhere to the established 
price. Nothing is gained and much is lost by a new policy unless, 
for some ulterior motive, losses are consciously inflicted on B by A, 
who knows the reaction pattern. Excluding this contrivance of 
business stracegy A will realize that a lower price on his part will 
drive his own demand to zero. Manifestly, more subtle ways to 
make inroads into competitors markets would be better conceived. 

The argument so far has been that even with the cut price sellers 
will be willing to accept any orders that may come their way. 
Oftentimes this is an inaccurate description of the facts. For 
sellers do adopt schemes of rationing, of limiting the quantity of 
sales at the lowered price. Our remarks on price cutting must be 
qualified for this factor. We can glance briefly at a few of the 
schemes. ? 

Suppose sales at the cut price are restricted to the purchasers 
and purchases of the previous period.* Tastes unchanged, a wind- 
fall income accrues to the fortunate purchasers. Should tastes 
have turned towards the product in the interval this will be the 
more true. In the event that they have veered away from the 


7 The literature on rationing is unbelievably sparse, especially of the normal nonwar 
type as developed in this section. For government-control schemes see A. C. Pigou, The 
Political Economy of War, chaps. XI, XII. Also Professor Pigou’s Economics of Welfare, 4th ed., 
Pt. IV, chap. VI. For some more pertinent remarks under normal conditions see A. G. Hart, 
Anticipations, Uncertainty and Dynamic Planning, chap. III especially. 

8 As an announcement of a price cut solely to the trade. 
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commodity this is still true, though the windfall increase in real 
income is, to some extent, diminished. In extreme instances of 
the latter actually less than previously will be bought. 

If we take the case where retaliatory price actionis not practiced, 
it may be that the rationing adopted by A will still leave B with 
a fairly normal complement of demand. Still, over the long 
period, if A gets a reputation for cutting prices, this will lead to a 
gradual transference of demand to A. Contrariwise, with price 
equalisation practiced and A alone rationing sales;-demand for B 
may actually expand. 

With emphatic price retaliation, only when the respondent firm 
rations will any purchasers continue to adhere to the price-innovat- 
ing firm. Demand, then, may not fall to zero. As a long-run 
proposition, A will lose custom to the B firm inasmuch as con- 
sumers estimate the benefits to be derived from this attachment 
even though, in the absence of A, the B firm would be a heartless 
monopolist. 

This is all we need say here on rationing schemes. Their reality 
cannot be overlooked. Every plan usually has some distinctive 
features of its own. Our comments are perhaps enough to intimate 
the intricacies involved in their presence. 


Til 


Economic warfare is distinguished from price cutting in that the 
aim no longer is merely to achieve some advantage at the expense 
of competitors but, instead, to drive the rival completely from 
the field. In a word, it is an aggressive plan to become the 
monopolist. 

There are the usual preliminaries to this study. Firstly, there 
is the comprehensible fact that a firm about to be assaulted may sub- 
mit tamely without a fight.* Losses experienced in a few pro- 
duction rounds may cultivate this docile attitude. The quietude 
of an alternative output may well be preferred. Nevertheless, 
while its equipment remains in existence, its presence always con- 
stitutes some sort of safety valve on the heights to which the 
monopolist can carry the price. Circuitous attempts might often 


® Not only euphoniously but descriptively the language of warfare must be employed. 
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be made to furnish part of the market whenever the price rises 
sufficiently to make the incursion worth while. 

We come now to an important question of economic warfare, 
namely, whether forcing a firm into bankruptcy ends the battle. 

Insolvency exists when liabilities exceed assets, when ownership 
rights are a negative quantity and creditors’ claims are pressing.!° 
From the economic point of view reorganization can always sur- 
mount this individual predicament. Creditors will have to write 
off their claims in recognition of their losses or sell the equipment 
to a new owner at a sum equivalent to its market value. 

Let us say that there is acquiescence finally to either reorganiza- 
tion or new ownership, but that in no case does the plant and 
equipment fal]l into the hands of the belligerent opponent. Let us 
suppose, too, that in this way the full cost of the equipment is 
written off, as worth nothing even in alternative uses.1' None 
the less the firm (which we take, as it were, to be a bundle of 
equipment) is preserved as a going entity despite changes in owner- 
ship rights. Excluding the sale of its equipment to the attacking 
rival, production with it will cease only when the bellicose firm 
makes it impossible for any management to meet at least prime or 
out-of-pocket expenses. This condition goes far deeper and much 
beyond the legalistic stage of bankruptcy. 

Clearly, where equipment has an alternative use value, the day 
when it will cease being used in the especial output will come 
sooner. Barring some more fat-reaching motive, equipment will 
be devoted to an alternative output when an equivalent return is 
not realized in the present field. For this reason, in talking of 
average production costs, we always include the alternative use or 
market valuation of all the factors engaged at any level of output." 


10 Cf. N.S. Buchanan's treatment of these matters in his The Economics of Corporate Enterprise, 
Pt. II. The analytic quality of this work must be commended as an innovation in applied 
economics. 

11 This is of course an extreme assumption. There is at least always a scrap value for 
equipment. See R. F. Fowler, The Depreciation of Capital, p. 3n. 

12 For the short period full contractual overhead would have to be included in the curve 
of average costs. But for the longer period, remembering that revisions of rent contracts 
are constantly made, and would have to be made after bankruptcy, the alternative use value 
or the lowest value that would be accepted by factor owners need only be included. Of 
course, if the warring rival should, in the event of default and bankruptcy, or merely at the 
maturity of contracts, bid higher for the rent items, as the land and building, it can in so 
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There are two sets of assumptions vital for the problem of eco- 
nomic warfare. The first set pertains to the cost structures of the 
contending firms. The second has regard to the capital positions 
of the firms or their respective abilities, through borrowing or 
drawing on ownership wealth, to make payments to hired factors 
in excess of current sales proceeds. Surely this is but a more em- 
bossed statement of what is commonly called financial strength. 
It never needs explanation to the business man, though to the 
theorist accustomed to thinking on another plane the few words 
of elaboration are perhaps not amiss. 

Examining cost structures we find there are three possible situa- 
tions: 1) cost advantages lie with the attacker, the A firm; 2) cost 
structures are equivalent; and 3) cost advantage lies with the at- 
tacked, B. All of these contingencies will be elucidated and the 
ambiguities inherent in the term “‘cost advantage’ ironed out. 
In pursuing these cost assumptions we shall postulate identical 
financial structures for the firms. 

Let us take first the attacker A possessing the cost advantage. 
We can understand this to mean that the minimum point on A’s 
cost curve is below that on B’s cost schedule. Parenthetically, 
there is little reason why the minimum cost for each firm should 
occur at the same output what with the organizational differences 
among them. 

A representation of the cost situation in mind appears in Figure 1. 
The general market demand curve for the commodity is lettered 
D,. The cost curve C; pertains to the A firm; C2, to the B firm. 
Least cost outputs are respectively at O/ and On. Apparently A 
has a productive superiority for both high and low levels of output. 

Just superficial acquaintance with the diagrams makes it evident 
that B can be driven from the field without any lossto A. Merely 
by holding his price slightly below OP,, the minimum point on 
B’s cost curve C2, A can supply the entire market with absolutely 
no loss to himself. B can only continue to produce by using up 
management wealth and foregoing lucrative alternative uses of 
owned or controlled factors. 

More likely cases, however, are the comparative cost structures 





doing perhaps accomplish its purposes. But these are acts of acquiring rival's ‘‘equipment”’ 
which we have previously precluded. 
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depicted in Figure2. Here, although A’s least cost output is below 
B's, the entire market demand cannot be supplied without loss at 
any price except above the minimum cost of B. Unless the loss 
is consciously to be borne by A in enveloping the full amount of 
sales, B can produce and remain in the field. For A to sell the 
full market at a price below B’s minimum cost would mean a loss 
of at least LL, per unit. 
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B could even accentuate this by producing some quantity and 
driving the price lower still. So long as B stays to the left of its 
point of minimum costs while A is at a corresponding cost point to 


18 By producing the minimum cost output even though actual sales in any period do not 
warrant it. It can hold the unsold output from one period to another, meanwhile producing 
a by-product in the idle periods. Of course, carrying charges would have to be included. 
See in a similar connection, N. Kaldor, ‘‘Market Imperfection and Excess Capacity,"’ Economica, 
N. S. Vol. II, No. 5, pp. 48-49. 
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the right, the obvious conclusion is that if A went stubbornly 
ahead to force B completely fromthe field, its own losses would be 
so overwhelming as eventually to remove it itself.‘ If B merely 
announced that it would be willing to sell to any one at a price 
equivalent to its minimum costs, and A, pursuing its policy, an- 
nounced a lower one, there seems to be little doubt as to the ul- 
timate correctness of this conclusion. This kind of announcement 
by B, which does not result in sales, we may call side-line pricing. 

But it may be possible, in this second case, for A to drive B out 
of the field without going to the extreme of supplying the full 
market. Suppose, at a price just below B’s minimum cost, A made 
available all the output that it could produce without loss to 
itself. It would be an amount ON in Figure2.'* Then the demand 
quantity NM would remain unsatisfied and open to B. Unless this 
demand, or the demand schedule that is in a sense left for B, inter- 
sected B’s cost curve it could not remain in the field. The A firm 
would thus very effectively accomplish its purpose. To reiterate, 
the attack will succeed only when the demand remaining to B is 
too narrow to be supplied profitably. 

Let us now turn from an examination of dissimilar cost structures 
to instances of identical cost set-ups. 

Once more a demand curve D, is traced in Figure 3. The curve 
C, is a representation suitable either for Aor B. At the minimum 
cost of OP an output of twice Om, or On can be made available by 
both firms. 

Suppose A tried to capture the entire market. Price would have 
to fall below OP. Losses per unit to A would be forbidding, 
amounting to at least LL; per unit on On units. Warfare would be 
a costly business to A. Inthe end it itself would have to succumb, 
on the hypothesis of equivalent financial strengths and side-line 
pricing by B. 

Finally we may look at the case in which cost advantages lie 
with B, the besieged. The cost curves of Figures 1 and 2 are now 
transposed so that C, refers to B and C, to A. Needless to say, 
tremendous losses would face A in attempting to win the field. 
It could not hope to succeed but would ignominiously be driven 

14 Recalling our postulate of equal financial resources to begin with. 


18 The A firm would have to make sure that the goods only got into the hands of final 
consumers, to avoid secondary markets arising. 
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out. Whatever losses B might suffer, A’s would always and in- 
evitably be far more severe. 

Thus it is only when a decided costadvantage is possessed that 
an attacker can drive a rival with relatively equal financial strength 
from production. Otherwise the attempt is doomed to fail. 


IV 


It is time now to discard the hypothesis of equal financial 
strength; it has served its purpose: we can broaden our assump- 
tions to include dissimilar financial structures. 

Say first that the margin of financial strength lies with the at- 
tacker. Possessing along with it a cost advantage, it should be 
able to bull its way into sole dominance, depending, of course, on 
its margin of cost advantage and financial strength. Even should 
it be at a disadvantage with respect to cost, it may still succeed if 
its financial leeway is adequate. 

Should preponderant financial strength reside with the attacked, 
barring extreme cost advantage to the attacker, the former firm 
should be able to withstand any campaign. 

Thus we have found a place in our analysis for the two decisive 
elements in economic warfare. Undoubtedly vast financial dis- 
proportionalities can lead to victory and complete capture of the 
market in certain production periods, in the sense of supplying the 
full quantity demanded. Still, it is only a clear-cut cost advantage 
that is likely to be permanently successful in keeping other firms 
from the field. For suppose a firm is driven out despite economi- 
cally superior equipment. If it announces that it will always fill 
orders at its minimum cost, the financially strong firm will have to 
face permanent losses: it will never get a chance to exploit its 
monopolistic position, its ensnaring of the whole market. In the 
end it, too, would have to disappear. 

One reason for the financially strong firm remaining as the 
monopolist seller after initial success is that, sooner or later, it 
may buy at a favorable “‘bargain’’ price the equipment of dissolving 
firms. It buys its way, as it were, into a monopolist position.'® 


16 We are thus driven to recognize the importance of frictions, of access to loan markets 
which may debar an economically superior firm from competing on equal terms with one 
inferior economically but with capital market contacts and a superior liquidity position com- 
prised of readily saleable assets. 
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New entrants have to face a firm with low costs, one which in 
the period of struggle does not have to plan to meet capital charges 
of interest and amortization. These must be regarded by new 
entrants in the same light as prime wage and material costs. 

Then there is the essential need of firms in the real world to es- 
tablish and maintain contacts. Failing this they are permanently 
lost. And this is perhaps the most incisive reason why side-line 
pricing, of announcing a price even though the plant is idle, is 
not resorted to for long in the event of economic warfare. A firm 
cannot expect that when it remains out of production and its 
markets are taken up by the financially strong, that the old 
clientele will later flock back to it merely by its giving notice of 
a price equivalent to the belligerent rival’s. It could in this way 
make the victory of the monopolist more Pyrrhic; but it could not 
gain very much for itself. Thus there is induced a drift to alterna- 
tives rather than of hopeful side-line waiting. 

Apart from the continued opposition from a dormant side-line 
tival, a high-cost belligerent over a period of time always offers 
a temptation to newcomers to enter the field, what with its neces- 
sary high prices. Thus unless costs are low, though financial 
strength may succeed in the short period, it is not the stuff of which 
more permanent dominance is made. Each conflict will weaken 
the firm; eventually it too will succumb. 

An attacking firm consciously deciding upon present losses must, 
therefore, consider the prospect of continued output of present 
tivals plus new encroachments after a hard-won victory. Other- 
wise only permanent warfare and irretrievable losses will be in 
store. The combat will not be worth while unless the expected 
gains in the stretches of quietude overshadow the anticipated losses 
in the periods of conflict. For this reason firms in the field will, 
where possible, prefer some form of agreement and collaboration 
rather than losses and struggle. It will generally be more agree- 
able than internecine strife. 


V 


The deductions which spring from an analysis of economic war- 
fare can be laid out without much furbishment. The emergence of 
losses, when they occur, is a sign of resources unwisely utilized. 
Output is uneconomically extended in the line, given conditions 
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of full employment. The fact that average costs are not covered 
and output is carried beyond that of minimum costs implies that 
marginal costs are much in excess of price. The question as to 
whether the position is still preferable to outright monopolization 
is unanswerable without further assumptions. The contrast is 
between an overutilization of resources in the field as compared to 
an undersupply of them. 

There is one instance in which on ordinary output considera- 
tions we can conclude in favor of the superiority of one state as 
against another, namely, in times of widespread unemployment. 
So long as we accept the convention that more output is preferable 
to less, economic warfare with its extended output is no cause for 
perturbation although its sequel, monopoly, may be. Literally, 
the process of struggle is not to be feared but only the end position 
of stability. 

Continuance of the warfare in periods of full employment cannot 
but be baneful so long as we view a distribution of resources in 
fulfillment of consumer demands, given the initial distribution of 
income as the desideratum. Alternative products, in this view, 
are sacrificed in the warfare. That loss in the sense of a depletion 
of personal capital or reduction of income falls on the “‘monopo- 
lists’’ does not wholly remedy matters. That costs exceed prices 
reflects the fact that for the general consuming public the resources 
are valued more highly in other uses. 

A more insidious channel via which economic warfare hampers 
the economic process is merely through the prospect of struggle. 
Investors will tend to avoid fields in which long-drawn periods of 
contesting for supremacy are in store. It cannot but discourage 
entry despite fairly preponderant cost advantages to newcomers 
through the use of technique not adopted by the existing financially 
strong firms. In this respect the scales are tipped to favor financial 
superiority. 

VI 


It is at once easier to fit price cutting and warfare into the world 
of monopolistic competition. By the latter we mean situations 
in which demand for a firm’s product will not fall to zero, over 
some range of prices, whatever the ruling price of its rivals.!7 


17 Demand thus possesses some inelasticity. 
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As before we can suppose two close rivals. Their products will 
be regarded by many consumers as almost perfect substitutes. To 
others, a greater degree of difference in the product will be noted. 

Price cutting without retaliation under monopolistic competi- 
tion would simply mean that the price-innovating firm can vary 
its price and thus draw its demand curve on the assumption of 
other prices constant, as in the well-known Marshallian demand 
curve.1® 

Equalisation or proportionate changes being practiced by rivals, 
the demand curve could still be drawn, but this time only on a new 
assumption of other prices fully adjusted.1° The demand curve 
for the firm now would be less elastic than before. There would 
be less reason, as a rule, to cut prices. Finally, where accentuated 
retaliation is practiced by the rival the innovating firm will find 
its demand diminishing as its price falls.?° 

Practically all the reasons offered for the price cutting under im- 
perfect competition can be offered again with hardly any emenda- 
tion. And there may now be included the desire to influence the 
long-run demand curve for the product.*! But normally, as with 
imperfect competititon, putting out a loss-leader much below its 
usual price will stimulate profitable complementary buying.” 
Accentuation may be practiced to negate any of these actions by a 
close competitor. Indubitably, whatever the motivation, price 
cutting based on other than immediate profit opportunities emerges 
as a widely familiar fact. 

Using some Chamberlinian technique, it is a very simple matter 
to handle warfare problems. All that one firm needs to do is to 
hold its price so low that no point on the rival’s demand curve 
can be supplied without loss.** This might entail serious inroads 


18 This amounts to Chamberlin’s usual assumptions. See The Theory of Monopolistic Com- 
petition, p. 74. 

19 Ibid., pp. 90-93. Also the writer's article, ““The Foundations of the Demand Curve," 
American Economic Review, forthcoming March or June, 1942, issue. 

20 Cf. M. Bronfenbrenner, ‘‘Applications of the Discontinuous Oligopoly Demand Curve,” 
Journal of Political Economy, Vol. XLVIII, No. 3, p. 426. 

21 Cf. R. Coase, “‘Some Notes on Monopoly Price,’’ The Review of Economic Studies, Vol. V, 
pp. 22-25. 

22 J. R. Hicks, ‘The Theory of Monopoly,”’ Econometrica, III, 6-7. Also C. Roos, Dynamic 
Economics, chap. VIII and R. G. D. Allen, Mathematical Analysis for Economists, p. 362. 

28 This is merely an extension of Chamberlin’s case of long-period equilibrium and tangency 
of demand and cost curves. See op. cit., p. 77. 
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on its own financial position, and in certain cases of attachment 
to the besieged firm the task might prove impossible. As always, 
the better the cost position of the attacking firm, the lower will 
its own losses be. 

A good reason for warfare under monopolistic competition lies 
in the fact that with the disappearance of the rival, the firm’s own 
demand will be extended and rendered more inelastic. Encroach- 
ments of substitutes through time must, however, continually be 
expected. Once more, the long-range anticipatory point of view 
must determine the firm’s behavior. 

Admitting warfare and price cutting as very real elements, cus- 
tomary propositions on the consequences of monopoly positions 
have, on this view, to be amended and substantially qualified. 
When we grant the presence of these behavior patterns it cannot be 
posited that monopoly or oligopoly situations inevitably bring a 
restriction of output. Certainly, in cases such as we have depicted, 
they do the reverse. For the economic system, moreover, there 
are the usual effects on substitutes and complements.*4 


24 See J. R. Hicks, Value and Capital, chap. III. 





SHOULD THE FEDERAL GOVERNMENT TAX STATE 
AND LOCAL BOND INTEREST? 
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Immediately, the controversy over whether or not interest on 
federal, state, and local securities should be subject to income tax 
was precipitated by a message from President Roosevelt to Congress 
about two years ago. In a more fundamental sense, however, it 
is fair to say that the controversy has been actively in process ever 
since the World War and that every secretary of the Treasury has 
called it afresh to the attention of the public. Indeed, Secretary 
Mellon conducted a more or less systematic campaign and wrote a 
book dealing largely with this problem. 

Briefly, the issues involve whether or not (a) the federal govern- 
ment should tax the interest on federal securities; (b) the federal 
government should tax the interest on state and local securities; 
(c) the federal government should authorize the states to impose 
income taxes on the interest from federal securities; or (d) 
some combination of these possibilities. The President in his 
message recommended that all of these alternatives be adopted. 
As yet, the only one that has been adopted is the first and that 
only in permissive form. 

Much of the discussion in the literature on this subject hinges 
on constitutional questions. The question to which this inquiry 
is directed is: Assuming that Congress can adopt the proposed 
legislation or assuming that the matter is in considerable doubt, 
what should be the legislative policy? 


I 


As presented by the United States Treasury, the arguments for 
elimination of income tax exemptions of interest on public 
securities are in the main concerned with (a) the effects of exemp- 
tions on the distribution of the tax load, (b) the effects on the 
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national economy, and (c) the effects on the costs of government. 
Each of these in turn will be briefly discussed. 

Perhaps the most important and the least understood of the 
difficulties to which the interest exemption gives rise have to do 
with the influence of these exemptions on the distribution of the 
income taxes among citizens. Most people understand that 
persons receiving high incomes must pay higher tax rates than 
those receiving low incomes. Thus, it is reasonably easy to see 
that, if a person enjoying a big income can get out of paying taxes, 
he avoids more liability than do individuals similarly situated 
who elide a smaller tax obligation. It is the widespread impres- 
sion that large income receivers consequently put their investments 
into tax-exempt securities and continue to derive income without 
paying any taxes to Uncle Sam. 

The answer is not nearly so simple as this reasoning implies 
because the situation depends on technical tax structures as well 
as on investment details not ordinarily understood by people other 
than those who especially concern themselves with the issues. 
For instance, even United States Treasury Department officials 
found it desirable to divide presentation of their point of view 
between four individuals because four different kinds of technicali- 
ties had to be considered. However, one can get a general notion 
of the problem by understanding that an investor does not profit 
from having tax-exempt securities unless his income is above a 
substantial figure. The exact figure depends on technicalities of 
the security market and technicalities of taxation but ranged prior 
tO 1940 tax revisions somewhere between $20,000 and $60,000. 

By the same token, moreover, a person having a big income in 
any event would usually find it desirable to invest in government 
securities only until his taxable income was reduced to about the 
point at which it became profitable to invest in tax-exempt 
securities. 

Consider, for instance, two or three examples. If one individual 
has income of $400,000, his federal surtax under the present law 
would have been $224,780. If he invested sufficient of his savings 
in tax-exempt securities to reduce his taxable income to half this 
amount, that is $200,000, then his surtax would amount to but 
$95,780. Consider another example. A person having $100,000 
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of taxable income would be liable for $36,780 in surtax to Uncle 
Sam; but if, by investing part of his savings in tax-exempt se- 
curities, he reduced his income by half, his surtax would be cutto 
$11,780 or a good deal less than one-third of the surtax he would 
otherwise pay. That is, by cutting his taxable income in half, 
he reduces his actual surtax liability by more than two-thirds. 
The picture is even more emphatic if relatively modest incomes of 
$20,000 and $10,000 be examined. On $20,000 the surtax would 
amount to $1880, but on $10,000 to only $360. That is, reducing 
the income by half at this stage reduces the surtax by more than 
four-fifths. 

Thus, it will be seen that the typical rich person who desires to 
cut his tax liability by shifting his investments will find it profit- 
able to put only a part of them in tax-exempt securities. This 
issue looms so large that in an address headed ‘‘Problems of Inter- 
governmental Tax Exemption,’’ Under-Secretary Roswell Magill 
of the Treasury, speaking before the National Tax Conference! 
offered a means of getting around this difficulty which, in his 
opinion, did not raise the legal questions referred to above. 

It is important to understand just how this situation works out 
in terms of actual investment alternatives. To make this situation 
clear, the following is quoted from the testimony before the Senate 
Special Committee on Taxation of Governmental Securities and 
Salaries? by Under-Secretary John W. Hanes, who had super- 
seded Dr. Magill. 


The relative advantage of tax exemption to a person with a large 
income and to one with a small income may be seen by comparing the 
positions of a married man with net income from other sources of $500,000 
and a married man with similar net income of $5,000. To the man with 
a net income of $500,000, a 3 per cent fully tax-exempt security affords 
the same return after Federal income tax as a taxable security yielding 
10.71 percent. To put the case the other way round, he would do as well, 
after Federal income taxes, with a yield of 0.84 of 1 per cent on a tax- 
exempt security as he would with a yield of 3 per cent from a taxable 
security. Contrast this situation with that of the man with an income 
of $5,000. In his case a 3 per cent tax-exempt security is the equivalent 


1 Proceedings, 192.7, pp. 388 ff. 
2 Hearings, pp. 4 ff. 
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of only a 3.2 per cent taxable security. If the incomes are also subject 
to State taxation, the differential in favor of the person with the large 
income is even greater. 

These benefits from tax exemption may be compared to the price paid 
for them in the form of lower yields. Under present conditions we esti- 
mate, upon the basis of an examination of actual market yields, that the 
differential between the yields of completely taxable and wholly tax- 
exempt high-grade securities varies from zero, or practically zero, for the 
shortest maturities up to about one-fourth to one-half of 1 per cent for 
the longest. The yield differential in favor of long-term partially tax- 
exempt securities, that is, those that are exempt only from normal income 
tax, as compared with completely taxable securities of equal quality is 
estimated at from five one-hundredths to fifteen one-hundredths of 
I per cent. 

The reason for the small differential in interest rates, despite the high 
preferential value of che tax-exemption privilege is that the interest 
saving to the Government arising from the issuance of tax-exempt securi- 
ties is measured only by the value of tax exemption to those bondholders 
who fall in the lowest tax bracket. The differential in interest is rela- 
tively small compared to the benefit of the tax exemption to persons in 
the higher income brackets. Because the outstanding supply of tax- 
exempt bonds is large it is necessary to sell some of them to investors in 
the lower tax bracket who will pay for tax exemption only what it is 
worth to them. 


The validity of the argument regarding the interference by tax 
exemption with the operation of graduated income tax appears to 
be recognized even by those who are opposed to changing the ex- 
emption status of public securities. Some of these persons, how- 
ever, insist that graduated taxes have been overused and that this 
particular consideration has little significance. 

From the point of view of the national economy as a whole two 
arguments have been advanced. The first, and probably the most 
si,.ificant, is that the exemption of interest on public securities 
operates to discourage the investment of private capital in hazard- 
ous enterprises. This argument rests on the view that investments 
in concerns involving unusual risk are largely advanced by those 
who have high incomes, since only the comparatively large income 
receiver is in a position to invest significantly in numerous enter- 
prises and thereby diffuse his risks. If tax exemption provides no 
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advantage for certain investors and renders the net return from a 
3 per cent security equal to that of a 10 per cent taxable security, 
then those in the second class, the very individuals who can best 
afford to explore new industrial areas, will be definitely discouraged 
by the alternative made available through this discriminatory 
subsidy to large investors accompanied by no such advantage to 
those prepared to advance smaller sums. As a matter of fact, the 
3 per cent security, which has no advantage for a small income 
receiver, is worth as much to an individual having an income 
before taxes of half a million dollars as stock in an industrial cor- 
poration yielding 10.7 per cent. Moreover, there is the lesser risk 
of the government securities. 

In the second place, it is urged, the exemption which is valuable 
to a large but not to a small investor interferes with the smooth 
operation of the whole investment market because it provides 
varying advantages from exemption or partial exemption to differ- 
ent security purchasers. Also the picture is muddled by the fact 
that changing tax rates alter the value of tax exemption to various 
classes of investors. Thus, in self-defense certain security owners, 
when tax rates are changed, must shift from one investment to 
another. In the national defense emergency that exists today, 
therefore, it would appear that advancing tax rates may effect a 
considerable shift in the distribution of the holdings of large 
income receivers. In consequence, the market will be disturbed 
most at the very time when the national situation demands a 
stabilized security market.® 

These arguments are admitted by many who believe public se- 
curities should remain tax free. Others, however, regard the dis- 
turbance to the national economy resulting from high death taxes, 
excessive income tax rates, and other national policies so much 
more serious than the exemption of public interest that the latter 
pales into insignificance. This view is particularly characteristic 
of a considerable section of the investment market itself and of its 
spokesmen, such as Professor Lutz. 

The most debated of all the factors underlying the desirability 
of eliminating tax-exempt interest on public securities is based on 


8 Of course, this result would not smmediately be precluded by adopting the taxing, instead 
of the exemption, policy. 








328 JAMES W. MARTIN 


the revenue significance of the policy which, in the opinion of the 
United States Treasury, although important, is not a major policy 
consideration. The estimate of the Treasury is that in round 
figures the federal tax revenue which would be added to the present 
total tax income had the United States never adopted a tax-exemp- 
tion policy of this sort would gross between $200,000,000 and 
$400,000,000. On the other hand, additional public interest costs 
would have to be borne to the extent of somewhere between, 
roughly, $60,000,000 and $170,000,000. Thus, there would be a 
net gain for taxpayers amounting to possibly $150,000,000 to 
$300,000,000. These revenue figures do not include the state 
income taxes on federal securities, the amount of which has not 
been carefully estimated.‘ 

It is important, in the minds of many representatives of local 
levels of government, that all of this tax gain would accrue to the 
federal government and nearly all of the state income tax additions 
—omitted from these figures altogether—would accrue to the 
state governments. Whereas local governments would incur 
nearly two-thirds of the interest loss, they would enjoy only a 
negligible amount of the tax revenue gains. This line of thought 
has been the fundamental basis on which the Conference on State 
Defense has largely made its case and on which it has enlisted the 
support of many groups of local public officials. 

Other students of the problem have differed somewhat from the 
estimates developed by the Treasury; and one eminent witness, 
whose viewpoint will be discussed later, has concluded that the 
losses might exceed the gains. However, statisticians who have 
studied the data in detail, with minor exceptions, are of the opinion 
that the total net cost of government is materially increased by 
the existence of tax-exempt securities. 

One error which has been committed in this connection and which 
has caused misunderstanding has come from the fact that in order 
to develop valid illustrations witnesses have used the outstanding 
indebtedness as a means of showing the fiscal consequences of 
possible alternative policies. As a matter of fact, the adminis- 
tration has not proposed, and Congress apparently has never con- 
sidered, any plan which would affect the total situation in any 


‘The figures in this paragraph are above those submitted in the 1939 hearings to com- 
pensate for tax rate increases. The changes represent the writer’s own rough guesses. 
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major respect at the outset. The influence on tax revenues as well 
as the influence on increased interest costs would begin to be felt 
immediately after the adoption of the policy; but the full effects 
would not be felt for perhaps 50 years or longer when the present 
outstanding debt of the United States, the states, and the localities 
might reasonably be expected to be retired—at least in the main. 
If an individual large county, for instance, has outstanding $100- 
000,000 in bonds, adoption of the proposal made by President 
Roosevelt would in no sense affect the interest cost to the county 
incident to servicing this debt. It would, however, affect the 
interest cost on any new indebtedness which the same county 
might incur. Consequently, as a matter of prospective develop- 
ment, should Congress enact the interest exemption repealer 
which President Roosevelt proposed, any unit of government could 
look forward to increased interest cost only if it contemplated 
incurring additional debt or floating new issues to refund out- 
standing debt. Perhaps in the near future approximately $2,000, 
000,000 to $3 ,000,000,000 annually will be added to the outstanding 
volume, and the interest on this amount might be made taxable.® 
If the average interest rate on this volume were increased 0.4 points, 
which appears to be about the average of the suggestions that 
have been offered, the total amount of interest loss from the tax 
the first year of operation would be $8,000,000 or $10,000,000 for 
the entire country instead of more than $100,000,000 as has gen- 
erally been thought. 

Those who adopt the view that changed cost of government is 
a significant argument suggest frequently that the net balance alone 
should be considered; that is, in determining sound policy it is 
erroneous to take account only of the increase of tax revenues which 
would accrue from making public interest subject to tax. It 
is equally erroneous to direct attention to interest loss by govern- 
ment borrowers. The sensible viewpoint would be to examine 
the net results of adding the tax revenue and subtracting the interest 
loss. Many, however, agree with the Treasury that this argument 
is less important than either of the two just suggested. 

A final significant factor bearing on the cost of government, how- 

5 The absolute amount of outstanding state and local debt has declined by two-thirds of 


a billion dollars since 1932. U.S. Bureau of the Census, State and Local Government Debt: 
1940, State and Local Government Special Study No. 13, p. 19. 
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ever, relates to the distribution of the advantages of tax exemption 
subsidies in respect of public securities. Generally speaking, if 
the federal government grants a subsidy to the states or to their 
subdivisions, it does so on the basis of some reasonable distribution 
principle. WPA funds are distributed among the states according 
to a rough, but reasonable, basis of apportionment. Highway aid 
and grants for vocational education, for instance, are given the 
states and the localities on a definite objective basis involving, for 
example, population, area, school population, or some other 
measuring stick. On the contrary, the interest subsidy granted 
through the exemption of public securities is tossed about helter- 
skelter depending not on a statutory policy but on whether govern- 
ment units do or do not borrow heavily. Thus, the people of 
Kentucky on this particular score enjoy the least subsidy per 
capita of those of any state. The reason for this is that on the 
whole Kentucky state, city, county, and school district govern- 
ments have less outstanding per capita debt than any other state. 
On the other hand, the subsidy to New York State is more than 
eight times as great per person ® because the state and its municipal- 
ities and subdivisions generally have unusually heavy debt obliga- 
tions outstanding and consequent large interest payments. It is an 
anomalous situation, from the viewpoint of the cost of government 
in general and the federal subsidy policy in particular, that the 
government should adopt a plan which, in effect, leaves the amount 
of subsidy granted by the federal government to the caprice of in- 
dividual government units or to the incidence of extraordinary 
occasions for state and local financing. 

This consideration can be stated positively: Whereas all tax- 
payers would gain alike from the added revenues from federal in- 
come tax, so far as geographical location goes, New York tax- 
payers would lose from removal of the interest subsidy over eight 
times as much as would Kentucky taxpayers. That is, the net 
gain to Kentuckians from doing away with the interest exemption 
would be much greater than the net gain, on the average, to New 
Yorkers.?. The Roosevelt group favoring repeal of the exemption 


6 The advantages to the taxpayer of the average state from the interest gain are about three 
and a half times as great as to the average Kentucky taxpayer. 

7 Because per capita income tax payments in New York are above those in Kentucky, the 
differential here would not be eight to one. 
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might in Kentucky have formulated their position in the question: 
Does Kentucky wish to perpetuate New York governmental units’ 
interest subsidies and relieve New York bondholders of federal tax 
payments in order merely that a few Kentucky government units 
might enjoy one-eighth as much interest advantage and a few local 
security owners shall get out of taxes? Perhaps such a question 
would have been unpalatable to New York citizens who have ways 
of finding out about Kentucky campaigns! Anyway, it appears 
not to have been used. 


Il 


Opposed to eliminating the exemption of public interest pay- 
ments from income taxes are large numbers of individuals and 
political groups of various sorts. It is of interest that the record of 
Senate hearings appears to disclose few instances, if any, of persons 
in opposition other than those directly or indirectly representing 
borrowing units of government. In contrast, a considerable num- 
ber of persons without any apparent connection with borrowers or 
lenders appeared in support of the movement to eliminate exemp- 
tions. 

In general, the case for the opponents of statutory elimination of 
the exemption policy, aside from those who appeared on legal 
grounds, may be summarized in four points: (a) revenue gain over 
interest loss would be either non-existent or negligible; (b) the 
discount of bond prices on account of the taxation of interest would 
include an additional discount to offset possible future taxes which 
cannot currently be predicted; (c) the diversion of capital from 
enterprises involving heavy risk is more affected by other factors 
than by exemption of security interest; and (d) legislation and 
litigation to establish a taxation policy would cause an undue 
upset in public planning and would constitute a serious disturbance 
to the national economy. These objections which, in the main, 
represent attempts to answer positive arguments in behalf of ex- 
emption will be discussed in turn. 

Most of the case in opposition to the taxation of securities in- 
terest in so far as it rests on revenue grounds was prepared and 
originally submitted by Professor Harley L. Lutz as a monograph 
on The Fiscal and Economic Aspects of the Taxation of Public Securities.® 


8 Presented as evidence in the Senate Hearings, op. cit., pp. 91 ff. 
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This analysis was prepared in behalf of the Comptroller of New 
York State and was submitted at his request. 

Mr. Lutz estimated that the interest loss from the taxation of 
local securities on the basis of those now outstanding would ap- 
proximate $113,000,000, and the tax gain to the federal government 
in income tax receipts in 1937 would have amounted to about 
$120,000,000; but he suggested evidence that the revenue gain 
might have been considerably less. It appears that these data dis- 
agree sharply with the statistics submitted by the Treasury and 
referred to already in this discussion. Mr. Lutz, according to 
other witnesses, ® appears to have erred by assuming for purposes of 
his computation of revenue gains that any particular taxpayer 
would either invest only in government securities or in nothing. 
In consequence of this erroneous assumption, the total arrived at is 
far different from the total computed on the same assumption on the 
basis of the actual present distribution of tax-exempt security 
holdings among present owners. It is pointed out by numerous 
witnesses on both sides of the controversy that nobody can estimate 
the relationship which in the future will exist between aggregate 
volume of income of individual holders and the amount of that 
income derived from government securities. One cannot, for 
instance, predict the total effect of taxing the securities in itself on 
the distribution of government bonds among different classes of 
owners. One difference between the viewpoint of Professor Lutz 
and his colleagues and the Treasury Department which has not been 
resolved is the influence of the taxation of securities on the effective 
rate of interest necessary to secure capital. It may be hazarded, 
perhaps, that any estimate of this variable is subject to considerable 
error; but the difference in viewpoint on this score was not very 
great as exemplified in the unimportant difference between Lutz’ 
and the Treasury's estimates of interest loss from abandoning the 
exemption policy.!° 

As to the proponents’ argument that the existence of a large 
block of tax-free bonds results in undue disturbance to the national 


® Professor Paul Studenski, Hearings, pp. 546 ff.; and Treasury Department witnesses, 
ibid. pp. 573 ff. 

10 Lutz’ estimate of loss of $113,000,000, if all state and local interest now paid were 
subject to tax, it will be noted, is only slightly above the maximum of $105,000,000 from 
this source estimated by the Treasury. 
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economy, the witnesses who approve the present policy answer em- 
phatically that the tax disturbances to the national economy arise 
from unwise graduation policies, extremely high rates, and poorly 
conceived individual tax measures. Therefore, these contestants 
insist, resorting to the argument that the interest exemption in- 
terferes with the smooth functioning of the national economy 
represents a mere quibble. Unquestionably, a strong case has been 
made for the view that other tax policies constitute a serious handi- 
Cap to investment in enterprises involving heavy risk; but one is 
unable to say, on the basis of the discussion so far, whether the 
extent of interference from tax-free interest or from other revenue 
policies is more serious. One might perhaps say as a matter of 
common sense that errors elsewhere do not justify wrong policy in 
this respect. 

A witness who was an official of the Investment Bankers’ As- 
sociation of America suggested that, if Congress sought to elim- 
inate exemptions directly, tremendous disturbances to the business 
community would occur as a result of the uncertainty attending 
such legislation.'! He also suggested that litigation to test the 
constitutionality of any such legislation would undoubtedly follow 
and that the adverse influence on economic enterprise would con- 
tinue throughout such a period of controversy. As a matter of 
fact, this predicted difficulty was compared with the unsettled state 
in business circles which attended the Supreme Court reorganiza- 
tion proposals previously before Congress. 

It is hard for one who is not directly concerned with the outcome 
of the controversy except as a citizen to understand how such dis- 
turbance could be greater than that which might reasonably be 
expected from sustained debate over a period probably of several 
years pending consideration of another constitutional amendment 
having to do with this problem, which this witness proposed. 
There is, however, little doubt that some business activities are 
impeded by such uncertainty. 


Ill 


Thus far, the discussion has related indiscriminately to the effect 
of the proposed interest exemption repeal on federal, state, and 


11 ‘Statement of John S. Linen,”’ Hearings, op. cét., pp. 259 ff. 
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local government and on individual citizens. No attempt has been 
made to distinguish between different types of local government 
units in respect to the incidence of the added interest load which 
would result from taxing the interest on public securities. It is 
appropriate that consideration be given to some of the issues bear- 
ing on the position county government occupies in this situation. 

In the first place, let it be kept clear that the citizen of a county is 
also a citizen of the state and of the United States. Moreover, the 
integrity of county government depends in considerable measure on 
the prosperity of other units of government to which the citizen of 
each county is subject. Therefore, one way of viewing the exemp- 
tion issue is to consider the relationships of the individual citizen of 
a county to the various governments claiming his allegiance and to 
examine the benefits or losses such a member of the community will 
incur from a proposed government policy. If one adopts this view 
of the situation, then on a purely dollars-and-cents basis as respects 
net revenue additions over interest losses, he will undoubtedly 
reach the conclusion that interest payments by all units of govern- 
ment should be subject to tax. 

Other county officials may take the attitude that their primary 
concern is to look after the county as such and ignore, or consider 
lightly, the position of the individual citizen. In the event one 
accepts this view and considers this one factor alone, he probably 
will arrive at the conclusion that the exemption should be main- 
tained. 

In reaching these categorical statements, however, any en- 
lightened public official must be on his guard, since certain tech- 
nical factors are changing from time to time. The amount of new 
indebtedness being incurred by county governments in most sec- 
tions of the United States is so small that the taxation of interest 
on all future issues would immediately be almost negligible. In 
general, the counties of the country are paying off their debts a 
good deal more rapidly than they are incurring new ones.'* This 
is the almost inevitable result of the fact that the heyday of county 
road construction, the largest single occasion for county debts 
generally, passed some years ago. 

2 From 1932 to 1940 there was a reduction in gross debt from $2,531,456,000 to 


$2,155,817,000, or nearly $400,000,000. Bureau of the Census, State and Local Government 
Debt: 1940, State and Local Government Special Study No. 13, p. 70. 
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Since this is the case, it is obvious that the problem of exemption 
or taxation of public securities is one of comparatively little finan- 
cial significance to county governments as such. Seemingly, the 
conclusion is unassailable that maintaining the present policy or 
shifting to a policy of imposing federal income taxes on interest 
from new county securities would not endanger the integrity of 
county government in general. Moreover, the counties have, from 
this particular point of view, a lesser stake in this subsidy than do 
cities or even school districts.1* 

Speaking generally, arguments with respect to the general dis- 
tribution of the tax load, with respect to the influence on the 
national economy of exempting public security interest from in- 
come tax, and with respect to miscellaneous other angles do not 
peculiarly involve the county governments. The only issue with 
which the county government as such is concerned is the direct re- 
lationship to government cost. The exemption policy means 
slightly less county government expenditure than the taxing policy, 
but costs the individual taxpayer more." 


13 Of course some counties are school districts. The reference in the text is to the vast 
bulk of counties which do not serve as school districts. 
14This paper was prepared in May, 1941. 











THE BERYLLIUM INDUSTRY: A CASE STUDY IN 
MONOPOLISTIC COMPETITION: 


A. L. BREWER 


Louisiana State University 


In the late 1920's articles began to appear in current magazines 
about a “‘new’’ metal with which scientists were experimenting. 
It was not really new for beryllium was discovered by a French 
chemist in 1797.2 Since that time it has been the subject of almost 
continuous research. It remained little more than a curiosity 
until the twentieth century when research technicians began 
experimenting with the metal in an effort to make it useful in 
industry. The ore from which beryllium is extracted—called 
beryl—is a ‘“‘compound silicate of aluminum and beryllium. It 
varies in color from white to green, blue, yellow, and even red, 
but usually is some shade of green. Clear, transparent crystals 
are cut as gems. The deep green variety—which is supposed to 
contain chromium—is the emerald, more expensive than diamonds; 
aquamarine, a sky blue or greenish blue variety, is also a precious 
stone.’”® 


I 


The development of the beryllium industry had to wait until 
chemists could find a method of extracting beryllium from beryl 
ore without incurring too much cost. The difficulty was in the 
peculiarly ‘‘sociable’’ nature of the metal. It is particularly 
reluctant to part from oxygen. The complicated and expensive 
process of extracting the metal from beryl had made its commer- 
cial use prohibitive as late as 1931. By this time considerable 

1 This study is based primarily on the published Hearings of the Temporary National Eco- 
nomic Committee, Part 5, ‘‘Development of the Beryllium Industry,’’ pp. 2011-2158. 


2 Davis Watson, ‘‘A New Metal,"’ Current History, Nov., 1927, Pp. 249. 
3 Beryllium Could Work Wonders If It Weren't So Sociable,"’ Business Week, Jan. 14, 1931, 


P- 34. 
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progress had been made in the methods used. In 1920 the price 
of a pound of beryllium was $5,000. In 1931 the price had dropped 
to $50 per pound. The vast possibilities of beryllium in industry 
may be gleaned from some of the characteristics of the metal. 
It is one of the 92 elements of the earth; only three other elements 
are lighter than beryllium and two of them are gases, leaving 
only one metal, lithium, that is lighter than beryllium. The 
metal is one-third the weight of aluminum and is much more 
resistant to corrosion. It also is 17 times as transparent to X-rays 
as aluminum. 

The most important feature of beryllium is the manner in which 
it combines as an alloy with other metals such as copper and nickel 
to create certain characteristics. For example, structural steel 
has a tensile strength of about 60,000 pounds per square inch, 
stainless steel 90,000 pounds, nickel copper alloy about 125,000 
pounds, and beryllium copper alloy with about 2 per cent beryl- 
lium and 98 per cent copper, 185,000 pounds. Still more astound- 
ing—an alloy of 2 per cent beryllium and 98 per cent nickel pro- 
duces a tensile strength of 300,000 pounds per square inch. Beryl- 
lium nickel and beryllium copper compare as favorably with other 
metals in hardness as in strength. A piece of die steel and beryl- 
lium nickel were placed together under tremendous pressure. A 
large dent was made in the die steel, but the beryllium nickel was 
unscarred. Another favorable characteristic of beryllium is that 
it is “‘non-sparking.’’ This is of great advantage in the manu- 
facture of explosives and inflammable materials where one spark 
from a tool may cause a disastrous explosion or fire. Beryllium 
alloys will not create sparks no matter how violent the contact 
with other metals. An important consideration for mechanical 
engineers is the ‘‘fatigue’’ resistance of a metal. How many times 
will a spring flex before it breaks? The best steel automobile 
springs will vibrate two or three million times before breaking— 
beryllium copper springs will vibrate 20 billion times. This 
characteristic will make the metal useful in aeroplane engines 
where valve springs need great ‘‘fatigue’’ resistance. Beryllium 
can be used for this and other purposes to great advantage also 
because of its unique reaction to heat. Beryllium is at its best 


4 TNEC Hearings, op. cit., pp. 2012-2020. 
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at goo degrees Fahrenheit, losing none of its strength or other 
properties under such heat. The aviation industry stands to gain 
greatly in better and faster aeroplanes through the use of beryl- 


TABLE I 


Known AppLicaTIONS FOR BeryL~ium Copper 





PRODUCT 


CHARACTERISTICS 





Paper making machinery... ........0sesccsess 
Temperature sensitive instruments ............. 
POUEE SAME OQUNNGIERE.. 0.0... rccecsccceens 
eee 
IN 3 5 kpc ihawayocess erie sea meee 
MII. 5, cso dia tea'e esol aw. arg eae 
re er or 
INS 5. oo nccance gona maee nue npaneaen 
TET ae 
Aircraft instruments 
Aircraft 


Aviation equipment............ 
Household appliance 
Business machines 


Gasoline pumps 
Instruments 
Scales 
Temperature measuring instruments 


Industrial measuring instruments.............. 
PRURMIGAE SUOUTOMICIES. 2... ow ee cic ee eee 


Industrial measuring instruments 
Elevators 


eee ere eee 
I NOR, ccs dieses csens tab cdneeenes 
Pressure reducing valves 
Power shovels...... 





Non-sparking 

Fatigue strength 

Fatigue strength 

Fatigue 

Fatigue 

Strength, heat resistance 
Non-sparking, wear 

Fatigue 

Wear 

Fatigue (fatigue-hysteresis or stability ) 
Strength, wear, fatigue, finish 
Fatigue, corrosion 

Strength, fatigue 

Corrosion 

Fatigue, stability 

Wear 

Wear 

Strength, fatigue 

Strength 

Fatigue, non-sparking 
Strength, corrosion 

Fatigue, corrosion, heat resistance 
Strength, corrosion 

Wear 

Corrosion, fatigue, stability 
Strength, corrosion, wear 
Strength, stiffness 

Fatigue (fatigue-hysteresis or stability) 
Conductivity, fatigue 

Wear 

Heat resistance 

Stiffness 

Strength 





Source: TNEC Hearings, Part 5, ‘“‘Development of the Beryllium Industry,” pp. 


2297-2298. 


lium. The table on the following page is included to indicate the 
wide range of uses to which beryllium is already being applied and 
to show the characteristic that makes it preferable for each use. 
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Andrew Gahagan, president of the Beryllium Corporation, testi- 
fying before the Temporary National Economic Committee con- 
cerning the future of beryllium, stated that “‘beryllium .. . is 
going to make it possible to use copper and nickel in a lot of 
places where they are not now being used. It is going to make 
possible inventions of new types of machines, motors, electrical 
equipment, and so forth. As a matter of fact, we could write the 
history of the world in terms of metallurgy. The iron deposits 
in England made it possible to produce iron cheaply and made the 
industrial revolution. The development of steel made trains pos- 
sible; the development of alloy steels made automobiles possible 
and so the development of beryllium alloys is going to mean new 
and improved types of motors, telephone instruments, airplanes, 
and a thousand and one changes in our life.’ 


Il 


As far as is ascertainable, there is an abundance of beryl ore in 
the world. It is usually found in conjunction with other minerals. 
There is probably more beryl ore than lead. In the United States 
the ore is found along the Atlantic seaboard from Maine to Geor- 
gia. Deposits have been located in North and South Dakota, 
Colorado, Utah, Wyoming, Nevada, California, New Mexico, 
and Arizona. As yet, there is considerable uncertainty as to the 
extent and value of these deposits though present indications are 
that no difficulty will be experienced in this respect, even in the 
distant future should the metal become widely used. The ore is 
about 10 per cent pure and, as already indicated, the major bottle- 
neck in the development of the industry is the task of separating 
the beryllium from other minerals. 

Assuming that beryl ore is plentiful, it appears that the beryl- 
lium industry is destined to become basic in the economy of the 
not too distant future. Its development to date has been fully as 
spectacular as was that of aluminum up to the same point. It 
has already encountered conditions of duopoly, price fixing, price 
leadership, attempts at combination and monopoly, and limita- 
tions on production. The patent situation has also played a large 
part in the development of the industry. These various conditions 
will be considered subsequently. 


5 Ibid., p. 2021. 
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Ill 


Though there have been 15 or 20 companies that have at differ- 
ent times attempted the production of beryllium, at present there 
ate only about five or six now in the business. Among them are 
the Cooper-Wilford Company, the United Alloys Company, the 
Brush Beryllium Company and the Beryllium Corporation. The 
last two have played the most prominent part in the industry, the 
others being insignificant in the production of beryllium. The 
largest and most important company is probably the Beryllium 
Corporation of Reading, Pennsylvania, headed by Andrew Gaha- 
gan. Even though this company leads the field, it is small com- 
pared with older established companies in other industries. The 
Beryllium Corporation has assets valued at approximately $3,500- 
000. ® 

In his testimony before the TNEC Andrew Gahagan indicated 
that he was attempting to obtain control of the beryllium industry 
through the use of patents.?_ He carried on an extensive research 
and spent large sums of money in developing the metal and was 
able to obtain several patents relating to the extraction of beryl- 
lium from beryl ore. He soon discovered that the processes used 
in alloying beryllium with other metals, such as copper and nickel, 
were as fundamental as those used in extracting the metal from 
ore. He expended great time and effort along these lines but soon 
discovered that others had carried on similar research and had 
acquired patents on the alloying and heat treating of alloys that 
are essential to the industry. 

Control over the industry would necessarily depend on complete 
control of the patents relating to beryllium. No monopoly could 
be realized through control of the sources of supply of the ore as 
in the aluminum industry because the sources were too numerous 
and scattered and Mr. Gahagan’s limited funds would not permit 
large investments in land. His company owned no beryl ore 
mines whatever, but bought all the ore needed from other com- 
panies. 

Efforts toward control were halted when it was discovered that 


8 Ibid., p. 2046. 
7 Ibid., p. 2050. 
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important patents concerning the alloying of beryllium with cop- 
per and nickel had already been taken out. These patents were 
held by Metal and Thermit Corporation of New York City. Fur- 
ther investigation revealed that Metal and Thermit had not taken 
the patents out in its own behalf but was merely acting as agent 
for the powerful Siemens and Halske Company of Berlin, Germany. 

Gahagan attempted to negotiate with the American company of 
Metal and Thermit with the idea of reaching some agreement for 
the cross-licensing of patents on beryllium. Metal and Thermit 
refused to deal with Gahagan or to refer him to the German com- 
pany. On his own initiative, however, he made a trip to Berlin, 
Germany, in the latter part of 1933 for the purpose of reaching an 
agreement on the beryllium patents. Gahagan held several 
important patents on beryllium and he felt that this fact would 
serve as a weapon in persuading Siemens and Halske to listen to 
his proposal for making some sort of agreement for the exchange of 
information and use of patents. In this he calculated correctly. 
After much bickering and negotiating he finally reached an agree- 
ment with Siemens and Halske for the mutual exchange of all 
future research information and findings as well as for the mutual 
use of all patents held by the two companies. It was also agreed 
that certain sales territories of the world should be allotted to 
each company. The contract embodying the various points of 
agreement read in part as follows: 


Wherein it is mutually agreed between the parties hereto as follows: 
The parties hereto agree to cooperate in the entire field of beryllium to 
the fullest possible extent and to mutually assist each other in every 
possible way through advice, exchange of information and experience, 
assistance with regard to patents, making available to the other party all 
patents, patent applications, trademarks, and similar rights relating to 
the entire field of beryllium, beryllium alloys, beryllium compounds, 
beryllium salts or products, hereinafter for brevity collectively termed 
beryllium, or methods, processes, machinery, equipment and tools and 
appliances for their manufacture now or hereafter owned or controlled 
or in which it may have licensable interest and to the extent of such 
licensable interest and by every other technical, business or legal manner 
possible subject nevertheless to the provisions of this agreement. 
1. The parties hereto agree that the entire continent of America is the 
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exclusive territory of the Beryllium Corporation and that the entire con- 
tinent of Europe is the exclusive territory of Siemens and Halske. Con- 
cerning the other countries agreements will be made from year to year, 
subject nevertheless to the provisions of paragraph 4 hereof. 

2. During the term of this agreement, and solely for the field of beryl- 
lium, each party hereto grants to the other party, for the exclusive terri- 
tory of such other party, the sole and exclusive right and license, including 
the right to sublicense for the term of this agreement. ® 


Metal companies in France, Italy and England were also working 
on beryllium at this time. A few months after the above contract 
was signed, Gahagan made another trip to Germany to iron out 
some new difficulties. While in Europe he was asked to stop in 
London on his way home to see a man named Jamieson, who was 
chairman of the Board of the huge Vickers Company of England. 
Gahagan was surprised to learn that Jamieson had acquired some 
stock in the Beryllium Corporation. Jamieson was vitally in- 
terested in beryllium and wanted to buy the metal from Gahagan 
to be used by the British in the aviation and other vital indus- 
tries. Gahagan explained that he could not sell to Vickers be- 
cause that was part of the German territory according to the con- 
tract with Siemens and Halske. Mr. Jamieson told Gahagan that 
the contract should be modified, because England could not afford 
to be dependent on Germany for any military needs. Mr. Jamieson 
sounded convincing enough and so Gahagan decided to let him try 
to get the contract modified. 

Jamieson and Gahagan went to Germany and conferred with the 
officials of Siemens and Halske and, after several days of negotiat- 
ing, the contract was modified so that the Beryllium Corporation 
could sell beryllium in England. It is uncertain how Jamieson 
persuaded the Germans to change the contract—none the less it 
was changed, leaving England independent of Germany so far as a 
source of beryllium was concerned. 

Since acquiring the rights of the German patents in the United 
States, the Beryllium Corporation apparently controis a great 
majority of the important patents related to beryllium. The cor- 
poration has made no effort, however, to enforce these patents. 
Some of them are related to the alloying and heat-treating of cer- 


8 Ibid., pp. 2279-2280. 
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tain alloys and are used by customers of the Beryllium Corporation. 
Other patents relating to the extraction of beryllium from the ore 
were being used by the company’s competitors. Probably one 
reason for this situation is that the patents have not yet been tested 
in the courts. The patents are so complicated and technical and 
cover such a wide range of processes that there is some question 
as to the “‘coverage’’ and validity of many of them. Other com- 
panies that have done work in beryllium doubt the validity of 
some of the patents related to alloying processes now claimed by 
the Beryllium Corporation. Gahagan indicated in his testimony 
that he intended to clear up the patent situation by proving his 
patents in the courts and by charging a specific royalty for their 
use by other companies. 


IV 


The Brush Beryllium Company of Cleveland, Ohio, is the only 
significant competitor of the Beryllium Corporation. It was 
organized in 1931 through the efforts of Brush Laboratories Com- 
pany. Brush Beryllium began the sale of beryllium on a com- 
mercial basis in 1934. According to the testimony of Dr. Charles 
B. Sawyer, president of Brush Beryllium, his company has the 
distinction of having the benefit of the most extended research in 
beryllium in the United States. His reference was to the work 
done in beryllium by the Brush Laboratories Company, which 
began experimenting with beryllium as early as 1921. It is on 
the basis of results obtained from this research that Dr. Sawyer 
challenges some of the claims of the Beryllium Corporation con- 
cerning patents. 

The testimony of Dr. Sawyer was significant in that it brought 
to light efforts that had been made toward a combination of the 
various beryllium companies for the purpose of creating a monop- 
oly. Dr. Sawyer was careful to leave the impression with the 
committee that he had opposed all suggestions of combination 
or even of any kind of cooperation between his company and 
Beryllium Corporation. The proposals for combination came 
from an unusual source. Representatives of Siemens and Halske 
in the United States made the proposals in behalf of the German 
company. The contract that Siemens and Halske had with the 
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Beryllium Corporation concerning the exchange of patents and 
information contained a clause providing that Beryllium Corpora- 
tion should pay a royalty to the German Company for the use of its 
patents and that the German company should in turn pay Beryl- 
lium Corporation a royalty for patents owned by Beryllium Cor- 
poration. This odd provision had been placed in the contract to 
encourage each company to turn over patents to the other in order 
to obtain the royalty. The company that owned the most usable 
patents would have a ‘“‘net royalty’’ in its favor. If the Beryl- 
lium Corporation had control of all the beryllium business in the 
United States or if it cooperated with other companies to its own 
advantage then it would also be to the advantage of the German 
company because more money could be collected from patent 
royalties. 

But there was another—and probably more fundamental—reason 
why Siemens and Halske wanted the Beryllium Corporation to 
control the beryllium industry in the United States. It will be 
recalled that the Beryllium Corporation and Siemens and Halske 
had divided the more important industrial areas of the world be- 
tween them for the purpose of creating exclusive sales territory 
for each company. The Beryllium Corporation could not sell its 
products in Europe except in England as provided in the later 
amendment to the contract. Brush Beryllium Company, on the 
other hand, would be free to sell anywhere in the world including 
the continent of Europe. The German company had the inside 
track on the beryllium business in Europe and naturally was op- 
posed to any kind of ‘‘horning in’’ on its territory by companies 
in the United States. If it had been able to place the Beryllium 
Corporation in control of the industry in the United States then 
there would have been no danger of interference from this country. 

Dr. Sawyer testified that his company had filled a few small or- 
ders in Europe but that their size was insignificant. The German 
company feared the possibilities of competition in the future. 


V 


The amount of beryllium that has reached the consumer in the 
finished product is comparatively small. The largest company, 
Beryllium Corporation, has handled about 1,000 tons of the metal 
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since it began commercial operations. This figure is more im- 
portant than its size indicates in view of the fact that beryllium 
alloys usually contain only about 2 per cent beryllium. According 
to the testimony of the officials of the beryllium companies they 
do not yet know what their costs are or are likely to be in the future. 
Much money has been expended on research, patents and in build- 
ing up a market. There is not yet any reliable basis on which to 
calculate costs. The myriad difficulties encountered in establish- 
ing a market for a new product and in creating a new industry 
have been evident in the beryllium industry from the start. 

Price policies are necessarily based on crude approximations 
concerning costs and on opinions and guesses concerning the effects 
of certain prices on demand. The two major companies, Beryl- 
lium Corporation and Brush Beryllium, have maintained different 
policies based on opposing opinions concerning future effects of 
prices and of present costs. The policy of the Brush Beryllium 
Company is expressed in the testimony of its president as follows: 


We feel that the industry can only come into a real existence when the 
price is lowered sufficiently so that all concerned in the industry get 
sufficient volume to get away from the curse of the minute volume now 
existing. 

It is such a fact, that at every opportunity we have tried to get down to 
the point where the volume would build up; for instance, the rolling mills 
have rather a small volume, and that adds to their costs which, in turn, 
adds to the cost of the material to the ultimate consumer. That condi- 
tion will have to be overcome always by large volume.® 


This policy depends on the belief that there is an elastic demand 
for beryllium. There is good foundation for this belief in view 
of the many uses to which beryllium can be put if the price is 
brought within reach of consumers. It can be substituted for other 
metals that are inferior in physical properties. The vast pos- 
sibilities are obvious. On the other hand, preliminary develop- 
ment expenses need to be covered and stockholders are restless for 
immediate returns on their investments. 

The philosophy behind the price policy of the Beryllium Cor- 
poration is based more on the short run viewpoint. This is partly 


9 Ibid., p. 2082. 
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because of the fact that the company has attempted to use prices 
as a means of recovering royalties on some of its patents. This 
point is borne out only by the higher price that the Beryllium 
Corporation has charged for its products. No royalties were col- 
lected directly. The testimony of Mr. Gahagan on this point 
follows: 


Our customers, in other words, we have taken this attitude with them. 
Instead of charging them a royalty for heat treating beryllium copper or 
charging them a royalty for using beryllium copper for specified purposes, 
these patents of ours, patents that we have taken over from the Germans, 
we have told them, you go ahead, and as long as they were customers of 
ours why we haven't thought of charging them anything at all... . We 
haven't charged a royalty for the patents themselves because I didn’t 
want to create a sales resistance. Nobody likes to buy material and 
then have to pay you for using it.?° 


Mr. Gahagan was shy in his discussion of prices. He probably 
felt that he held a definite advantage in the industry because of 
his patents and that he should be able to capitalize on those hold- 
ings, at least to some degree. The record of prices on beryllium 
indicates that Brush Beryllium has led the way in every price 
reduction and that Mr. Gahagan has followed later and reluct- 
antly. 

Dr. Sawyer’s company (Brush Beryllium) began the sale of 
beryllium at $25 per pound, the price the Beryllium Corporation 
was getting when Brush Beryllium started in the business. In 
1935 Mr. Gahagan raised his price to $30 and kept it there 
untilt he early part of 1937. Instead of following the price 
lead of Gahagan, Dr. Sawyer lowered the price to $23 early in 
1936. It was not until January of the following year that Mr. 
Gahagan finally met this price. In 1939 Brush Beryllium again 
cut the price, this time to $15. Several weeks elapsed before the 
Beryllium Corporation met this new price. Thus, for several 
months over this period of time Brush Beryllium was selling the 
metal at a considerably lower price than Mr. Gahagan, yet Mr. 
Gahagan was able to maintain his market. This condition ap- 


10 Ibid., p. 2049. 
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parently was because the metal manufacturing companies using 
beryllium felt obligated to Mr. Gahagan because they were using 
his patents—or what were claimed to be his patents—in the fur- 
ther processing of the metal. The customers also wished to 
keep more than one producer in the field to build up competition 
and to be assured of more than one source of supply. This point 
will be considered in more detail later. 

It is evident that prices in the beryllium industry are as yet un- 
certain. They are not the result of the effective influence of cost 
and demand. Demand will have to be built up gradually and for 
a time, at least, will be more of a directed factor than an influence 
on price. A more permanent and settled basis on which costs 
can be calculated will have to be worked out. Such factors as 
expensive research, organization, acquiring of patents, patent 
litigation, rapidly changing methods and uncertain markets have 
made it impossible to set up demand and supply schedules. 


VI 


The beryllium companies discussed above do not manufacture 
the finished product that is sold to the assembly plant or the con- 
sumer. These companies produce what is termed the ‘‘master 
alloy’’ which is about 5 per cent beryllium. This alloy is sold to 
other metal companies that change the percentage of beryllium 
to fit their own needs in manufacturing the finished product. This 
step in the industry depends on many of the new beryllium patents 
mentioned above. 

These ‘“‘middlemen’’ producers in the industry have faced prob- 
lems of production, distribution and pricing of beryllium that are 
probably more involved than in the original process. As in the 
first stage of the industry, there have been only two companies 
that have played a prominent role in the development of beryl- 
lium products. The more prominent of these two companies is 
the American Brass Company, a wholly owned subsidiary of the 
Anaconda Copper Mining Company, and the other is the Riverside 
Metal Company of New Jersey. 

The American Brass Company has been the price-determining 
agency for finished beryllium products. It holds this position 
because of its size and position in its field. The major products 
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of the company are sheet, wire, rods, tubes and other fabricated 
metals. It does 25 per cent of the nation’s business in which it is 
engaged. 

It has been the policy of American Brass to buy beryllium from 
both the Beryllium Corporation and Brush Beryllium in order to 
maintain two sources of supply for beryllium and to create com- 
petition so that the price might be brought down.'! American 
Brass wanted to buy in a competitive market and sell in a ‘‘fixed”’ 
market. This policy of buying from both companies continued 
even during the time that Gahagan was selling beryllium at $7.00 
per pound more than his competitor. It is possible that American 
Brass felt obligated to Gahagan to some extent because of the 
patent situation, though the officials of the company claimed that 
this in no way influenced their buying policy. 

The attitude of the American Brass Company toward beryllium 
and the Beryllium Corporation was changed two or three times. 
When the officials of the company were first told of beryllium 
by Mr. Gahagan and had demonstrated to them the vastly superior 
qualities of beryllium alloys over other alloys, they were very 
enthusiastic about the metal and its possibilities. They virtually 
assured Mr. Gahagan at that time that American Brass would use 
all the beryllium he could produce.!2 The chief metallurgist of 
American Brass was allowed to give much of his time and advice 
to Mr. Gahagan in the development of the metal and its alloys, 
and this fact led to the later claim by Mr. Judd of American Brass 
that his company had made some major contributions in the field 
of beryllium. 

The unreconciled claims of Mr. Gahagan and Mr. Judd led to a 
cooling of relations between their respective companies. The 
changed attitude was further reflected in the action of American 
Brass in virtually cutting off its orders of beryllium from the Beryl- 
lium Corporation for a period of time.'* Mr. Judd claimed that 
the reason for this action was that the company had accumulated 
a surplus of beryllium and that the market was very thin for beryl- 
lium alloy products, largely because of the excessively high price 

1 [bid., p. 2131. 


12 [bid., p. 2151. 
18 Thid. 
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of the ‘‘master alloy.” Another and probably more important 
reason for the action was the fear the officials had of the effect 
beryllium products might have on some of their more profitable 
metal products. The product they had the most concern for was 
phosphor bronze, an alloy of tin and copper that, up till the en- 
trance of beryllium copper was virtually the strongest metal on 
the market. Other metals had been developed by American Brass 
and had brought the company much notoriety and profit. Moody’s 
mentions the accomplishments of the company in this respect as 
one of its major contributions.'4 The officials, no doubt, took 
great pride in the metals they were already producing and were 
reluctant to accept changes that would involve the scrapping of 
valuable machinery and the investing of large amounts of capital 
in new machinery and methods. 

Evidence of this attitude toward beryllium was presented to the 
committee in the form of a letter written by Mr. Judd to another 
official of the company which read in part, “*. . . the price which 
we expect to charge for beryllium bronze should be sufficient to 
protect our present trade in phosphor-bronze, and. . . beryllium 
bronze should be confined to the field of heat treating purposes.’’ 

A memorandum of a conversation between Mr. Judd and Mr. 
Gahagan stated in part, “‘Mr. Judd explained that the price in- 
crease had been made because they felt that beryllium copper was 
competing with a number of their products and they were not in- 
terested in developing it beyond taking care of the customers they 
now had.’’!6 

These statements indicate that American Brass proposed to 
squeeze out a new and better metal by the simple expedient of 
“price prohibitiveness.’’ In further testimony the officials of the 
company made the point that they later changed this attitude 
toward beryllium and had decided the best thing to do was to 
keep the price as low as possible in order to develop the market. 
After committing themselves to this new policy they lent con- 
siderable encouragement to Dr. Sawyer in the development of 
Brush Beryllium. Because of this active encouragement American 

14 Moody's Manual of Investments, Industrials, 1940, p. 3080. 


15 TNEC Hearings, op. cit., p. 2119. 
16 Ibid., p. 2118. 
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Brass had a sort of obligation toward Brush Beryllium in buying 
its raw material.1’ After this time, American Brass patronized 
both companies in securing its beryllium supplies. 

The prices of beryllium alloy finished products play a major 
part in determining the amount of beryllium sold and conse- 
quently the whole position of the beryllium industry. The man- 
ner in which these prices are determined is somewhat obscure, but 
it is fairly certain that the American Brass Company has been the 
dominating influence here if not the price leader. Mr. Randall of 
Riverside Metal testified that his company followed the prices of 
American Brass. It was denied, however, by Mr. John A. Coe, 
general sales manager of American Brass, that his company was 
the price leader in its field.'® It is significant that the committee 
had great difficulty in getting Mr. Coe to be specific on the subject 
of how prices were fixed or determined in his industry. 

This and other revelations in the testimony force the con- 
clusion that there has been little competition in the beryllium 
industry. It should be noted, however, that beryllium is yet a 
toddling infant and has not operated under conditions that justify 
definite judgment on the industry. The companies that have 
handled the ‘‘master alloy’’ claim that no profit whatever has yet 
been made on beryllium products but that, on the contrary, costs 
have not been even approximately covered. 

In consideration of the amount of money, time, and effort al- 
ready invested in the industry and of the amazingly revolutionary 
qualities of many of the alloys of beryllium, it seems that the 
possibilities of the industry toward influencing the industrial 
economy of the future are almost without limit. 

17 Ibid., p. 2131. 

18 Ibid., p. 2094. 
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The Temporary National Economic Committee has issued 37 
hearings and 44 monographs. Among the mass of primary data 
on the operations of American industry thus supplied are six hear- 
ings and two monographs dealing with life insurance. The 
ostensible purpose of the committee was to study the mechanics of 
all American business and industry, but the committee’s inves- 
tigation devoted a disproportionate amount of its energies to the 
problems of legal reserve life insuring, and in years to come is 
more apt to be remembered as the federal investigation of insurance 
than as a study of the concentration of economic power in the 
modern community. In many ways the TNEC investigation of 
life insurance was only a continuation of the Armstrong Report 
of 1905,? but the implications of the TNEC investigation are con- 
siderably more far-reaching. The Armstrong Committee criti- 
cised vigorously the managerial policies of 15 companies and sug- 
gested stringent regulation of company practices; the TNEC 
criticises the whole industry, and if its criticisms should be ac- 
cepted as valid, and should a code of reform be based upon them, 
the technique of insuring would be changed radically, perhaps to 
such an extent that private insuring would no longer continue. 


I 


The TNEC study developed as an indictment. In the first 
place, the insurance companies are pictured as mechanisms for the 


1 Investigation of Concentration of Economic Power, Temporary National Economic Com- 
mittee, Hearings, Parts 4, 10, :0a, 12, 13, 28, and Monograph No. 28, “‘Study of Legal Reserve 
Life Insurance Companies.”’ 

2 Report of the Joint Committee of the Senate and Assembly of the State of New York, 
appointed to investigate the affairs of life insurance companies, Albany, New York, 1906. 
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concentration of tremendous financial power.* The legal reserve 
system necessarily accumulates funds, for legal reserve insuring 
involves the combination of decreasing insurance coverage with 
increasing saving. At present the companies control over $28 
billions of assets as reserves and surplus behind the $110 billions 
of insurance in force, and even should they write no more insurance, 
their assets would continue to accumulate. Although the major- 
ity of the large companies are organized on the mutual basis, and 
policyholders are thus extended the right to control the policies 
of the companies, policyholders actually exert very little control 
over the management of the companies. The directors of the 
companies are self-perpetuating, and nothing that the policy- 
holders could do would be likely to unseat them. Many of the 
“‘outside’’ directors pay scant or no attention to their directoral 
duties, and those executives of a company who are also directors 
therefore control the destinies of the company practically without 
supervision from the owners of the funds. The insurance industry 
thus is a medium by which tremendous financial power is con- 
centrated in the hands of a management which is self-perpetuating 
and very apt to be divorced from the policyholder in interests and 
in point of view. The investigation also indicates that the in- 
surance interests are closely allied with the banking interests, so 
that a coalition of vast financial power is accomplished. There 
is further suggestion that the power thus conferred upon the joint 
banking-insurance managements is used occasionally for selfish 
purposes and always to determine the direction of investment in 
accord with the preconceptions of the financial groups. 

The second criticism concerns the method of pricing which the 
companies have used. According to the hearings, there has been 
considerable collusion among the majors in pricing. A small 
number of the companies control a majority of the assets of the 
insurance industry, write a majority of the insurance written, 
and account for the majority of the insurance in force. Five of the 
companies control over 54 per cent of the total assets; 26 control 
over 87 per cent of them.' The geographical proximity of the 


3 Monograph No. 28, Part II, pp. 5-13. 
4 Ibid., Parts II-VI, pp. 13-64. 
5 TNEC Hearings, Part 4, ‘Life Insurance,"’ pp. 1514, Exhibit No. 222. 
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managements of the largest companies (most of them are in New 
York City, Hartford, Connecticut, and New Jersey) and the close 
association of the managements through associations of actuaries, 
have sponsored cooperation in pricing.* Policy premiums have 
been standardized and policy guarantees made uniform so that 
price competition has been substantially avoided. As a result, 
an oligopolistic situation has been created, and the commun- 
ity has retained no very strong assurance that the advantages 
of monopoly have not been realized through unnecessarily high 
premium rates. The investigation thus infers that regulation is 
in order. The testimony’s frequent reference to the public utilities 
as comparable to the insurance companies is very suggestive. 

The third criticism concerns the effect upon the community of 
insurance companies’ saving. Here one must be familiar with 
Keynes’ General Theory’ to appreciate the import of the criticism. 
Keynes insists that the propensity of the modern community to 
consume is such that a greater quantity of funds is saved than can 
be moved into investment and restored to purchasing channels, 
since the interest rate does not respond sufficiently to clear the 
saved funds. A strong case can be built against the insurance 
companies on the basis of Keynes’ thesis, for the companies effect 
contracts which result in saving which is not responsive to the 
interest rate, and they move those funds into investment channels 
which could not be described as “‘venturesome.’’ The investiga- 
tion infers that the insurance industry contributes to stagnation 
in the community when it emphasizes the huge savings which the 
industry accomplishes and points out that those almost automatic 
savings from funds which ordinarily might be consumed are not 
available for entrepreneurial ventures, but are limited to the 
purchase of bonds and mortgage loans. 

The fourth criticism concerns the cost of insurance. The in- 
vestigators suggest that the cost of insurance is too high. They 
compare the net cost of insurance on individual policies issued by 
the large companies with the net cost of insurance offered by the 
Massachusetts Savings Banks, a comparison which is definitely 
to the detriment of the companies. They also point to the high 


6 Monograph No. 28, Part XI, pp. 141-160. 
7 John Maynard Keynes, General Theory of Employment, Interest and Money. 
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lapse rate, and illustrate that a high lapse rate causes heavy costs 
to the purchasers of insurance. They go further and criticize the 
pressure selling of insurance and the emphasis upon volume pro- 
duction which characterizes the managerial policy of the majors, 
and in particular they criticize industrial insurance as wasteful 
in the extreme, imposing upon the poor, as it does, a technique 
of insuring which is excessively inefficient. ® 

There are other criticisms, but the four mentioned are the ones 
given emphasis. Perhaps another should be added. The reports 
and the monographs infer strongly that state regulation of in- 
surance is ineffective, allowing ‘‘fly-by-night’’ companies to or- 
ganize at an extreme cost to those who buy policies in them. 


Il 


One perspective seems to have dominated the whole TNEC in- 
vestigation: the ‘“‘anti-monopoly,’’ ‘‘anti-bigness’’ philosophy. 
Concentration of economic power was apparently accepted as per 
se bad. In the investigation of life insurance companies the em- 
phasis was placed upon their great size, their tendencies toward 
rapid and cumulative growth, and their inclination to cooperate 
with one another and thus further concentrate power. The 
bigness of life insurance companies may be criticised on two counts: 
one, that their size concentrates financial power in a fashion in- 
imicable to a free, competitive system; two, that their large size 
leads to inefficiency. The first criticism would lead us into too 
broad a discussion. Here we shall investigate only the second. 
The large companies continue to grow rapidly,® and since their 
managements consider further growth advantageous, they will 
strive to continue to grow. If they have already attained a size 
beyond the point at which the lowest costs of operation are 
realized, their further growth should be deterred and the smaller 
companies’ growth should be encouraged. It is important, there- 
fore, to determine whether insurance companies operate under 
increasing or decreasing costs, and particularly important to as- 
certain if the major companies have grown beyond the point of 
optimum efficiency. 


8 Monograph No. 28, Parts XVI and XVII, pp. 235-288. 
® Monograph No. 28, pp. 9-10, for a discussion of the factors contributing to the growth 
of the companies. 
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The cost of life insurance to the community is the cost of run- 
ning the legal reserve life insurance system. Obviously, if the 
mortality experience of the community improves, or if the yield 
on acceptable investments improves,!® the cost of insurance will 
fall; but neither of those factors is influenced by company size. 
The “‘best,"’ in fact the only way to measure the effect of company 
size upon the costs of operating the insurance industry is to deter- 
mine the per cent of premiums which is devoted to operating 
activities in companies of various sizes. The operating costs! 
which the companies experience fall into two categories: the costs 
associated with selling insurance and “‘putting it on the books,”’ 
and the costs arising from maintaining the insurance in force, 
collecting renewal premiums, servicing the policies, and making 
eventual settlement. The annual reports of the life insurance 
companies do not allocate total expenses to acquisition and main- 
tenance, but such an allocation is necessary for a proper comparison 
of the experience of the companies.’ An allocation of expenses 
of the companies between acquisition and maintenance was made 
for this study. The cost-of-acquisition experience of the various 
confpanies and groups of companies has been reduced to a figure 
which is comparable, the percentage of first year premiums repre- 
sented by acquisition expenses, i.e., total acquisition expenses 
divided by total first year premium income. That per cent is 
referred to throughout the paper as the ‘“‘acquisition ratio.”’ 


10 That is, acceptable as investments for insurance companies, which are interested in 
maximum stability of the principal. 

11 The operating expenses reported in the annual statements of the companies are ‘‘new and 
renewal commissions,"’ ‘‘salaries and expenses of agents,’’ “medical fees and inspections," 
“salaries of officers and employees,”’ ‘‘rents,"’ ‘‘real estate repairs,’’ ‘‘other management ex- 
penses,”” “‘insurance taxes,"’ “‘real estate taxes,’ ‘‘licenses and fees."’ 

12 For purposes of this study the allocation of expense items was made as follows: 
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Maintenance cost experience has been treated in similar fashion. 
Total maintenance costs have been divided by total renewal pre- 
mium income to determine the ratio of maintenance costs to re- 
newal premiums. That per cent is referred to throughout the 
paper as the “maintenance ratio."’ Investigation of the acquisi- 
tion costs and maintenance costs of the 330 legal reserve companies 
operating in the United States in 1935 and 19381* reveals a sur- 
prising dispersion in the cost experience of the companies. In 
1938 the ratio of maintenance costs to renewal premiums, the 
“maintenance ratio,’’ varied from 8 per cent to 99 per cent. In 
other words, companies serviced policies already in force at costs 
from 8 cents for every dollar of renewal premiums collected to 
gg cents for every dollar of renewal premiums collected. It should 
be observed that costs of “‘servicing’’ does not include either pay- 
ment of claims or surrenders or creation of the reserve. In 1938 
the ratio of acquisition costs to first year premiums, the ‘‘acquisi- 
tion ratio,’ varied from 14 per cent to 1,846 per cent, or to rephrase 
the relationship, companies expended in selling insurance as little 
as 14 cents and as much as $18.46 for every dollar of first year 
premiums collected. 


Il 


When the cost experiences of the 330 companies are compared, 
it is apparent that the large companies have an appreciable ad- 
vantage as far as operating experience is concerned. When the 
acquisition ratios and the maintenance ratios of the companies are 
related to their size measured by amount of insurance in force, it 
is evident that in so far as operating costs are concerned, the in- 
surance industry is a decreasing cost industry. Table I compares 
the average cost experiences of 230 ordinary companies in groups 
of ten ranked by amount of insurance in force as of December 31, 
1935. Average ‘‘decile ranks’’ are presented as well as averages 
of the acquisition and maintenance ratios of the companies. To 
derive the “‘decile ranks’’ the companies were ranked by the size 
of their cost ratios and assigned their appropriate decile number. 

18 Taken from the Spectator Yearbooks of Life Insurance, Summary of Life Insurance Company 


Annual Statements, 1936 and 1939, Volumes on Business of 1935 and 1938. Including in- 
dustrial companies. 
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Thus the 33 companies with the smallest ratios are ‘decile one’’ 


| companies, the 33 with the next smallest ratios are ‘‘decile two”’ 
companies, and so on. The companies were then ranked by size 
TABLE I 


CoMPARISON OF THE AVERAGES BY TENS OF ComPpANizSs, RANKED BY AMOUNT OF INSURANCE 
| IN Force as oF DECEMBER 31, 1935, OF THE Ratios or AcquisiTIon Costs To First YEAR 
Premiums AND MaINTENANCE Costs TO RENEWAL PREMIUMS FOR THE YEARS 1935 AND 
‘ 1938; AND CoMPARISON OF THE AVERAGES OF THE Decitz Ranks oF THE Cost Ratios oF 
THE CompaNizs, BY TENS oF CompaNizs RANKED BY SIZE, AMONG THE 230 COMPANIES 

REPORTING IN 1935 AND 1938 


Companies selling industrial insurance excluded 











GROUPS OF TEN COM- CILES OF RATIOS gre ny canes on Razsos OF ap 
PANIES IN ORDER BY Pantha onal COSTS TO RENEWAL “alien” COSTS TO FIRST 
ne pn tees PREMIUMS fiseoosctnn _ YEAR PREMIUMS 
DECEMBER 31, 1935 
1935 1938 1935 1938 1935 1938 1935 1938 
ist 10 (largest) 1.5 1.9 1.7 | 2722 2.4 1.9 93-4 | 69.0 
2nd 10 2.6 2.8 20.6 | 20.0 2.3 2. 80.7 | 91.3 
| 3rd 10 3-5 $3 22.6 | 20.9 3-1 4:5 94-4 | 108.1 
4th 10 4-9 4-5 25.0 | 28.0 4-4 3.8 | 223.3 [| sGe.2 
5th 10 7% 2.3 223 | 20.2 4-9 4-3 | 140.7 | 117.0 
6th 10 92. 4-5 S2.5. | 28.8 5-6 5-1 | 167.5 | 119.4 
7th 10 4.6 4-9 26.4 | 26.3 4:5 4-3 | 116.7 | 108.5 
8th 10 4-9 5-4 26.4 | 26.9 5-0 4-7 | 123.2 | 122.9 
gth 10 3.8 3-4 23.2% | 22.3 3.7 4-3 99-1 | 107.9 
1oth 10 5-3 5-6 28.8 | 28.0 5-5 4-9 | 169.1 | 118.9 
11th 10 4-7 4-9 27.1 | 26.2 4.6 4-5 116.3 | 112.7 
} 12th 10 5-2 6.2 28.5 | 29.8 6.1 6.9 | 145.0 | 158.1 
13th 10 4.8 4-5 27.6 | 25.7 5-6 7-1 137-3 | 243.4 
5 14th 10 4-3 5-6 24.4 | 27-2 6.1 7-1 139.3 | 164.4 
15th 10 6.8 6.8 38.5 | 33-7 4.8 5-0 | 120.6 | 130.8 
16th 10 6.8 6.0 $7.4 | 32.7 7-0 6.3 | 183.5 | 143.9 
17th 10 $< 5-0 30.4 | 24.9 6.3 6.1 | 147.8 | 150.3 
18th 10 7-5 6.4 40.3 | 33-1 5-8 5-3 | 156.8 | 132.1 
\ 19th 10 7-6 8.2 44.0 | 46.3 5°5 6.2 | 159.0 | 202.3 
zoth 10 6.0 6.0 27.8 | $2.3 5-3 5-3 | 149.8 | 129.0 
) 21st Io 7.0 8.6 46.8 | 43.6 5°4 7°3 129.1 | 200.1 
22nd 10 8.5 8.0 | Gy.2 | $320 | 40% 4.0 | 112.1 | Ior.o 
23rd 10 $.2 4-3 28.7 | 34.0 4-5 3-0 | 188.8 | 88.9 





























and the average ‘‘decile rank’’ and the average cost “‘ratios’’ for 
the companies in groups of ten were computed. The ratios in- 
14 As computed for this study and as derived from the reproduction of the annual state- 


ments of the companies for 1935 and 1938, as reported in the Spectator Life Insurance Yearbooks, 
1936 and 1939. 
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dicate the exact per cent of premiums which are devoted to servic- 
ing the policies; the decile rank is a useful index to the comparative 
efficiency of a company or a group of companies.'® 

A reference to the table indicates that the larger companies on 
the average were more efficient than the smaller companies. When 
the columns of the table are plotted as cost curves, the decreasing 
cost experience of the industry is indicated conclusively. It is 
evident that most of the larger companies benefit from economies 
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in which the smaller companies do not participate. The strong 
tendency for acquisition and maintenance ratios to decline with 
increased company size suggests that the advantages are associated 
with bigness. The advantages which accrue to large companies 
are of two sorts: in the first place, large companies can effect the 
economies arising from specialized use of machines and labor, 


15 All computation based upon the annual insurance reports of the companies as reproduced 
in the Spectator Life Insurance Yearbooks, 1936 and 1939. 
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intensive use of buildings, intensive use of other equipment and 
labor, and coordination of functions on a large scale; in the second 
place, and by far the more important factor, the larger companies 
generally have much smaller commission expenses per dollar of 
premium income than do the smaller companies. The difference 
in commission costs is the result of differences in the contractual 
guarantees offered by the companies. The larger companies in 
almost all instances offer lower commission rates to their agents 
than do the smaller companies. One might conclude that the 
variation in cost experience between the large companies and the 
smaller ones was therefore purely a matter of contract and habit, 
and not of size; but such a conclusion is not warranted. An agent 
finds association with an old and large company assists him in 
selling and therefore justifies a smaller commission guarantee. 
If smaller companies wish to attract agents from the larger com- 
panies or retain their own agents, they must offer higher com- 
mission guarantees than those offered by the ‘‘majors.’’ Table 
II presents the average of decile positions in ratios of first year 
commissions paid to first year premiums received among the 230 
companies selling ordinary insurance only by groups of tens of 
companies, ranked by size. It is evident that the 20 largest com- 
panies have an important advantage accruing to them because of 
their lower commission payments.'* 

It does not follow that all of the large companies operate at the 
most efficient ratios. Table III, which presents the cost ratios of 
the 28 largest companies writing ordinary insurance only, illus- 
trates the wide dispersion in cost experience among the large com- 
panies. But although the dispersion is great, the majority of the 
companies in the group have low ratios. In only one instance did 
any of the 28 companies have maintenance ratios as large as the 
maintenance ratios of the 50 per cent of the companies with the 


16 The largest companies probably sell a greater proportion of endowments, annuities and 
limited pay policies than do the smaller companies, and since in all companies it is customary 
to offer smaller commissions on such policies than on ordinary-whole life, commission costs 
are thus comparatively lower for the larger companies than for the smaller. However, the 
most important influence is the one mentioned in the main part of the manuscript. The 
smaller companies generally offer larger commission guarantees than do the 20 large com- 
panies, on the same policy types. 
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TABLE II 


AveraGe Decite Posirlon AMONG THE 230 Orpinary Lirg Companizs, By TENS OF 
Companizs, RANKED By INSURANCE IN Force as OF DEcEMBER 31, 1935, AS REGARDS 
THE Ratio or First Year Commission PayMents TO First YEAR Premium INcoMgE, 
FOR THE YEARS 1935 AND 193817 
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highest ratios, and in most instances, the companies ranked in the 
best 30 per cent. 


17 As computed for analysis of company performance as presented in the Spectator Life 
Yearbooks, 1936 and 1939. 











TABLE III 
ScHEDULE OF THE EXPERIENCE OF THE 28 Larczest Lecat Reserve Lire InsurANcE 
Companizs, INpustr1aAL Companies Exctupep, RANKED BY AMOUNT OF 
INSURANCE IN Force, DecEMBER 31, 1935 
Presenting the maintenance and acquisition ratios and the decile position of the ratio 
experiences among the 33c companies in the classification, by company and by years, 
both 1935 and 193818 












































DECILE POsI- DECILE POSI- 
TION OF MAIN-| MAINTENANCE| TIONOF | ACQUISITION 
TENANCE RATIOS | ACQUISITION RATIOS 
RATIOS RATIOS AMOUNT OF 
COMPANIES INSURANCE IN 
Sear FORCE, 1935 
35 | °38 ae ee ee ee ee ee 
$1,0008 
New York Life........ I 2 14 | 18 I : 62 | 78 | $6,620,881 
Equitable, N. Y........ 2 2 17 | 18 I 3 58 | 98 4,694,311 
Mutual Life, N. Y...... I I II 13 9 I 366 | 51 3,708,081 
N. W. Mutual, Wis.....| 1 I 15 14 I I 41 | 41 3,705,020 
Travelers, Conn........ I I 15 | 14 4 5 | 104 | 120 2,712, 866 
Mutual Ben., N. J...... 2 2 17 | 19 I I 39 | 29 2,005, 498 
Mera, Gone «6.5.66 6:0:0: I I 14 14 : 2 72 | 87 1, 883,293 
Mass. Mutual, Mass....| 2 4 18 | 24 . I 73| 63 1,851,447 
Peon. Marual...........-| 3 3 ax | a2 2 2 75 | 78 1,839,599 
N. Eng. Mutual, Mass.. .|_ 1 3 15 16 I I 44| 45 I, 329,397 
Union Central, O.......| 2 3 zo | 21 3 5 103 | 124 1,145,205 
Prov. Mutual, Pa....... 2 2 18 | 19 2 3 74} 90 934, 937 
Conn, Marad.........-. 2 2 19 | 18 I I 50 | 66 914,157 
Lincoln Nat’'l., Ind......| 4 3 23 | 20 3 2 88 | 77 825,799 
Conn. Gen., Conn......} 1 3 18 | 20 I I 55 | 68 746, 960 
Bankers Life, Ia........ I 2 16 | 16 2 2 741 3 723,166 
Pac. Mutual, Cal....... 3 3 oe | se 5 7 | 127 | 148 636,856 
Phoenix M., Conn......| 6 2 3: | 29 I 2 65 | 75 589, 864 
State Mutual, Mass.....| 3 5 21 | 26 3 3 87 | 89 567,339 
Bouttatie, i8..........5%. 2 3 9 | ao | 2 5 34 | 110 548,338 
Watt. Le, Vi. 66.5. oes 4 4 a | st I I 55 | 68 510,025 
Guardian, N. Y.........: 5 3 26 | 20 | 2 2 75 | 86 454,144 
Gen. Amer., Mo........ 7 5 34 | 26 7 8 | 162 | 186 409, 068 
x. GC. bite, Mo... ...... 4 4 23 | 22 4 6 | 115 | 132 384, 587 
Fidel. Mutual, Pa.......| 4 5 ag | 6 I 2 65 | 86 356,720 
Home Life, N. Y....... 3 3 2s | 23 2 4 85 | 102 353,713 
Acacia Mutual, D.C....) 2 4 19 | 22 5 5 | aay] xe. 352,092 
Jeffer. Stan., N. C....... 2 I 18 | 15 4 $ | ety] Bes 329, 626 
3 Largest Industrial 
Metropol., N. ¥......] 2 2. 15 | 16 8 9 | 174 | 242 | $10, 483,415 
Prudent., N.J........| 3 3 21 | 20 2 4 84 | 99 7,903,452 
J. Hancock, Mass.....| 1 5 15 25 8 7 177 | 162 1,854, 488 

















18 As computed for analysis of company performance from annual statements as presented 
in the Spectator Life Yearbooks, 1936 and 1939. 
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IV 


There are three possible directions toward which reform of in- 
surance could move. The simplest would be to issue the insurance 
companies’ charters under federal law and to regulate them through 
a federal department. At present such a modification of practice 
is forestalled by the Supreme Court decision of Paul v. Virginia'® 
which specifically classifies insurance as “‘not commerce,’’ and 
therefore not a subject for federal regulation. Of course the court 
could reverse itself, and probably would, if given an opportunity. 
Concentration of financial power under federal supervision would 
require careful supervision of pricing practices and management 
methods. The transition to federal regulation need not be par- 
ticularly drastic. State regulatory bodies might be retained, and 
the agency system probably would not be disturbed. The possible 
objection that competition would thus be destroyed is not a very 
strong ome, since pure price competition is not characteristic of 
the insurance industry. The primary advantages of federalization 
of regulation would be increased efficiency of regulation. One 
body would prescribe the rules for all divisions of the country, the 
number of reports required of the companies could be minimized, 
and accounting routines in the companies could be simplified. 
Furthermore, the regulation could be more effective. Many of 
states now regulate haphazardly. If federal prescription of rates 
and performance is introduced, it would be well to limit the num- 
ber of companies chartered to 50, or less, so that the regulatory 
problem could be further simplified and so that all of the operating 
companies could benefit from the economies of large-scale opera- 
tion. Nothing is gained by having 330 companies. The high 
unit cost of operating on a small scale prevents the small companies 
from competing with the established majors. Their presence 
serves no particular purpose other than to support a larger number 
of managers and agents than is actually needed. Seventy-five 
per cent of the companies now operating in America could be 
eliminated without depriving the consumer of a single oppor- 
tunity. Federal regulation would make their elimination possible. 
A further, wide departure from common practice could be made; 


19 1868, 8 Wall. 168. 
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the number of companies operating in an area could be limited. 
The average insurance purchaser chooses his policy from among 
two to five companies, although he generally has 20 to 50 to choose 
among. He would not be penalised by a limitation upon the 
number of companies operating in his locality, and should he 
wish to insure in a company not chartered to operate an agency 
in his district, he could always arrange with a broker for purchase 
of a policy through another district. The limitation upon num- 
bers of agencies would enable the companies to specialize their 
services and use their agency forces more intensively. They 
could revise their agency systems in the interest of economy, 
lowering commission costs, but at the same time giving their sales- 
men a better opportunity to earn good incomes. The present 
agency organization imposes heavy acquisition and maintenance 
costs upon the companies. An avoidance of a portion of the in- 
tense service competition by quasi-monopoly grants in localities 
would lower costs appreciably. 

A second possibility would be to restore competition and limit 
the size of the companies so that monopoly control could not be 
achieved by a few large organizations. There would be three 
serious objections to such a move. In the first place, it would be 
accomplished only at the cost of extreme readjustment of company 
methods. Large companies would perforce liquidate a portion 
of their agency systems and reinsure large blocks of their business 
if their size and rate of growth were restricted. The second 
criticism is a more significant one. It is doubtful if competition 
could accomplish the desired ends in the insurance enterprise, for 
it would be more likely to lead to cut-throat practices which 
would expand costs than to efficiencies which would lower ex- 
penses. Thirdly, a reduction of size would prevent the realization 
of the economies of size which arise in the larger companies. In 
short, insurance is very close to being a ‘‘natural monopoly,” 
and an attempt to impose competition upon it would lead to 
inefficiencies and high costs. 

The third possible reform would involve socialization of the 
insurance business. The social security system already exists as a 
medium through which insurance could be effected. The post- 
office system could also serve as a medium of insuring. Socializa- 
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tion of the insurance service would have advantages. It would 
lead to a great reduction in operating costs by realization of the 
maximum possible efficiencies arising from size. Government 
agencies which already exist would simply be used more in- 
tensively. The services rendered would be standardized, and the 
maximum stability for policyholders would be achieved. Two 
important objections immediately are evident. A tremendous 
additional service would be assumed by government. Those who 
fear concentration of control in the central government would 
certainly oppose the plan. Socialization would necessarily destroy 
the private insurance industry, and force a serious readjustment 
upon the community. Furthermore, there is strong evidence 
that insurance must be sold by personal approach. If the so- 
cialized system did not rely upon an agency system it might sell 
very little insurance. 

There is a fourth possibility. Insurance could be sold through 
cooperatives—either through mutual savings banks or through 
unions and professional associations. The primary benefit would 
be lower costs through elimination of the agency system and in- 
surance commissions, but three disadvantages would be present: 
a large portion of the community would not have access to such 
insurance; the services of the insurance agent as a consultant would 
be lost; the average size of the insuring unit under such a plan 
would be small, and the economies of large-scale operation would 
not be realized. 

The comparison of the cost experiences of the companies leads 
us to reject any reform which would lead to a limitation of com- 
pany size, and suggests a legislative policy which would deter 
the small companies from remaining in the field. There would be 
advantages which would accrue from an oligopoly of insurance 
by a small number of companies. In the first place, operating costs 
would tend to fall, for the companies could economize in their use 
of agents, using their agency force more intensively and emphasiz- 
ing the consulting aspects of agency work rather than the selling 
aspects. In the second place, regulation of insurance by the state 
would be simplified. Three hundred and sixty-five companies 
reported in the United States in 1938; 132 reported in Texas; each 
state supervises an average of 82.2° But 25 companies control 87 


20 Monograph No. 28, ‘Study of Legal Reserve Life Insurance Companies’’, p. 5. 
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per cent of the insurance assets and 75 account for all but a very 
small fraction of the insurance in force. Of the remaining com- 
panies, only a few can hope to compete successfully, yet each im- 
poses a regulatory burden upon the state. 

The large companies have their faults. They have concentrated 
financial power, collaborated in pricing agreements, divorced the 
ownership of insurance funds from the management of the funds, 
and created a group of self-perpetuating managers who are in- 
dependent of policyholder control. They have emphasized volume 
sale of insurance, oftentimes to the detriment of policyholders, 
who have been pressured into buying insurance which was fore- 
ordained to be lapsed at a loss to the policyholder and the com- 
pany. The large companies have serious faults, but from the point 
of view of efficiency of operation, size is not one of them, for there 
is an apparent close correlation between size and economy of oper- 
ation in the lega! reserve insurance enterprise, and strong evidence 
that the optimum size has not yet been reached. 

This study does not propose to point the way for regulation. 
It has considered only one point—cost of operation as it is related 
to the size of the insuring unit. But it does point part of the way 
fairly clearly, for it indicates quite conclusively the decreasing 
cost tendencies of the insurance enterprise, and it indicates also, 
that the point of optimum efficiency has not yet been attained by 
even the largest companies. Perhaps concentration of economic 
power is bad; the author has not chosen to consider that problem— 
but bigness is apparently good, and that statement can be verified 
by pointing to the lower costs of operation which the larger com- 
panies experience. If regulation is to be extended, and if efficiency 
is to be one of its objectives, then the majors should be allowed to 
continue their growth, and perhaps the smaller companies should 
be forced to relinquish their business to the majors, unless they 
could prove that some extraordinary advantage which favored 
them enabled them to extend their service without imposing addi- 
tional costs upon the community. 


21 Over 500 legal reserve companies merged or reinsured with another company between 
January 1, 1910 and December 31, 1939. They were all small companies; many of the changes 
imposed losses upon the policyholder. See Best's Life Insurance Reports, 1940, 55th Annual 
Edition, p. XLIII. 








SHORT-RUN EQUILIBRIUM IN THE BALANCE OF 
PAYMENTS 


HARRY H. BELL 
Fort Jackson, S.C. 


The field of foreign exchange, of all the branches of economics, 
has probably been most radically transformed by the events of the 
past two years. Not only have blocking restrictions and other limi- 
tations on capital movements become almost universal but the 
whole mechanism of exchange rates has been changed by the insti- 
tution of an official monopoly of exchange dealings in most coun- 
tries of the world. Thus, for example, the international movement 
of gold has ceased to be associated primarily with gold-shipping- 
point arbitrage. Forward exchange premiums and discounts have 
lost their customary significance, and their fluctuation no longer 
induces a flow of interest-arbitrage or ‘“‘swap’’ funds. Finally, the 
negotiation of bilateral payments agreements and the institution 
of other discriminatory policies have divided what was once a 
globa! balance-of-payments problem into a number of individual 
segments, broken down on a basis of more or less independent geo- 
graphical and currency areas. 

These manifold institutional changes would in themselves indi- 
cate the advisability of reconsidering the theoretical and technical 
aspects of international financial relationships, with particular 
reference to the interpretation of balance-of-payments estimates. 
It might be remembered in this connection that the last general 
discussion of the subject was inspired by the great controversies 
over the transfer of large unilateral payments, at first in connection 
with long-term investments (¢.g., Hobson, Williams, Viner), later 
with respect to the specific problem of German reparations (Keynes, 
Ohlin, et al.). Today these controversies have an archaic and 
academic ring, although they explain the preoccupation with capi- 
tal movements as a whole which has characterized most presenta- 
tions of the balance of payments during the past 25 years. The 
practical problems of foreign exchange at present, however, are 
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concerned primarily with obtaining and conserving foreign cur- 
rency resources, from whatever source derived, for the purpose of 
financing all necessary outpayments, whatever their nature. 
Among the various transactions, the importance of the movement 
of certain commodity trade items—foodstuffs, raw materials, and 
war materials—has been accentuated and made more apparent to 
everyone. On the other hand, the roles of the distinct types of 
credit transactions have come to differ so radically as to make it 
entirely meaningless to lump them together. 


I 


The shortcomings of customary balance-of-payments classifica- 
tions can be demonstrated by a comparison of two alternative 
methods of presenting the data released by Secretary Morgenthau 
on January 21, 1941, concerning sterling-area gold and dollar trans- 
actions during the first 16 months of the war. These figures, which 
were prepared by experts of the British Treasury, are particularly 
interesting for several reasons and deserve more attention than 
they have thus far received. In the first place, it is, of course, 
most unusual that such complete and normally highly confidential 
details on the operations of the Exchange Equalization Account 
should be made public, particularly by a nation at war. Secondly, 
the figures constitute, not the United Kingdom's total balance of 
payments, but a balance of payments drawn up for the whole 
sterling area vis-a-vis a particular group of foreign currencies (gold, 
U. S. dollar, and Canadian dollar). Finally, the data, as made 
available to the Congressional committees considering the Lend- 
Lease Bill, are not divided up in the usual categories (such as 
current and capital account), but are rather presented in roughly 
the fashion indicated in the accompanying greatly abbreviated 
table (Table I. The first half of the tabulation is thus merely an 
orderly list of the requirements for which foreign means of payment 
had to be made available by the British authorities, directly or 
indirectly,! during the period. The second half lists the more or 

1The item ‘‘D. Withdrawal of Capital’’ includes $300 million withdrawn indirectly by 
Americans and others through the free market for sterling. It must be presumed that the 
British considered this a necessary exchange loss, suffered voluntarily in order to maintain 


London's financial prestige; otherwise the loophole would have been plugged much earlier 
than spring, 1940. 
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less normal, although not necessarily recurring sources of foreign 
exchange available to meet the foregoing expenditures. The dif- 
ference, or deficit, is then made up by an item representing the net 
amount by which the sterling area’s original gold and dollar 
exchange resources (including mobilized securities and short-term 
funds) had to be depleted. 

It can be seen that this form of presentation has the advantage 
of making clear the nature of the actual exchange problem faced 








TABLE I 
Gotp anv Dotiar TRANSACTIONS OF THE STERLING AREA, SEPTEMBER, 1939-DECEMBER, 
1940 
MILLIONS OF 
DOLLARS 
Gold and Dollar Expenditures 
A. Payments to the United States by United Kingdom............... 2,282 
B. Payments to the United States by Empire countries, excluding U. K. 
IE, 5:6 s0:54 he Saniah wele ban eens ace eames caure meaine sare 483 
C. Payments by Empire countries, excluding Canada, to areas outside 
ehe U.S. requiring gold GF GOMRIS. ..... «00.0550 ccc ves cessecens 775 
i II MU NN 55. 54 niyo Sian po ene ING since srdpe ane ins wie si o9 735 
E. Residual—Miscellaneous items and errors of estimation............. 71 
Total gold and dollar requirements for all tranmsactions.............. ; 4,346 
Gold and Dollar Receipts 
A. Receipts from United States by United Kingdom................... 345 
B. Receipts from United States by Empire countries, excluding U. K. 
II os vos oc eas beac: erence thames ea eae aaeien 670 
C. Dollar receipts by Empire countries, excluding Canada, from areas 
GUTS Oe Bhs os mrs pep ncbesrarns vomiecawPanmescane ts cess 50 
D. Receipts from sale of Empire gold (new production and dishoarding). 965 
Total gold and dollar receipts by Empire countries, excluding Canada. 2,030 
Total drain on gold and dollar resources of British Empire, excluding 
Canada and Newfoundland, Sept. 1, 1939 to Dec. 31, 1940......... 2,316 
Total gold and dollar requirements for all transactions.............. 4,346 











by the British, as seen from the perspective of the responsible 
authorities themselves. In contrast to this, the same figures, if 
rearranged according to ordinary balance-of-payments procedure, 
such as that used by the Department of Commerce, would seem to 
give a much less realistic picture. Such a tabulation of the British 
Treasury data—again considerably abbreviated—is Table II.? In 

? Cf. Federal Reserve Bank of New York, Annual Report, 1940, p. 37. Total figures do not 


correspond with those in Table I above, owing to inclusion of gross, rather than net, trans- 
actions with Canada. 
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this table, it should be noted, the capital account includes not only 
the withdrawal of foreign funds from the United Kingdom, but 
also such disparate debits and credits as advances and ‘“‘capital 
assistance’’ payments to American manufacturers (which in the 
Treasury compilation are included together with other payments 
associated with merchandise ordered from the United States); the 
reduction of short-term British holdings in New York; and the 
liquidation of British-owned American and Canadian securities. 


TABLE II 


Gotp anp Dotiar Barance oF PayMENTS OF THE STERLING AREA, SEPTEMBER, 1939- 
DrcEMBER, 1940 

















MILLIONS OF DOLLARS 

Net receipts 
Receipts Expenditures (+) or expendi- 
tures (—) 
Trade and Service Items 

III io o.2 vin 'ee ines wale-mbe heen 1,165 3,270 —2, 105 
UNIS 5 ik 80.2 oh slaw aos oh cwiasesis Sage eee 275 255 +20 
OI pois cas covrccken vas ew ent ee ecenveeee 2; 7i% _— +2,711 
INI on ais wrk inveterate Wowace goo 1,455 —555 
Residual (errors and omissions)............. ~- 71 -7I 
WR a einige tae cde eee ee otras ene 5,051 5,051 ° 











II 


The most apparent disadvantage of such an orthodox balance-of- 
payments classification is that it gives no indication of the nature 
of the strains and stresses involved in the adjustment of inter- 
national balances nor, indeed, of the very existence of balances to 
be settled. There is no correspondence between such a compila- 
tion and the concepts of “‘equilibrium’’ and ‘‘disequilibrium’’ so 
frequently applied to international financial relationships. 

To be sure, according to what is at present perhaps the dominant 
point of view, the possibility of a disequilibrium—i.e., the emer- 
gence of an active or passive balance or residual—in the global 
balance of payments can be flatly denied. In the technical account- 
ing sense the balance of payments must always be “‘in balance,”’ 
like the trial balance of a firm, to which the balance of payments 
as we know it has been compared.* This, however, is so obvi- 


3 Cleona Lewis, The International Accounts, p. 59. 
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ous that it is meaningless, and it is mere terminological quibbling 
to insist upon thus limiting the idea of equilibrium. In spite of 
this arithmetic truism, many economists and practical cambists 
continue to refer to a “‘favorable’’ or ‘‘unfavorable’’ balance of 
payments, recognizing the practical utility of these concepts in 
description of a given state of affairs in the exchange market. 

Perhaps the simplest definition of foreign exchange equilibrium 
is that which is formulated in terms of supply and demand in the 
market. In so far as the exchange rate is free, its fluctuations can 
be viewed as an evidence of disequilibrium. Since, however, the 
rate is usually subject to the limits imposed by the gold shipping 
points or by official and semiofficial pegging operations, an addi- 
tional criterion must be found, namely, in the existence of some 
kind of active or passive balance in the balance of payments. The 
balance-of-payments tabulation is in large part an attempt, imper- 
fect to be sure, to reproduce statistically the determining forces 
operative in the exchange market over a given period of time. To 
present the full picture, of course, it would be necessary to include 
the complete psychological schedules of potential supply of and 
demand for foreign means of payment. This would explain not 
only why certain transactions become effective, but also auto- 
matically take the price or exchange-rate element into account. 
Since such a schema is statistically impossible, the next best thing 
is to measure separately the movement of the exchange rate and 
the actual, or ex post facto, equation of international payments, 
including not only those effected by the purchase of exchange in 
the market but also those involving the expenditure of foreign 
means of payment already held.‘ 


Ill 


If we are to employ the terms “‘active’’ and ‘‘passive balance of 
payments,’’ we must select from the global statistical balance of 
payments a group of items the sums of whose debits and credits 
will show a residual balance which must be covered or “‘equi- 
librated’’ by the remaining items. One time-honored basis for 
classifying balance-of-payments categories is the distinction be- 
tween “‘visible’’ and “‘invisible’’ exports and imports. The ques- 


* Cf. Gottfried von Haberler, Theory of International Trade, pp. 18-19. 
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tion of visibility has, of course, no economic significance, referring 
only to the physical difference between goods and intangible 
services or ‘‘considerations.’” Many writers, moreover, have 
pointed out the confusion which arises when an export of capital 
becomes, for balance-of-payment purposes, an “‘invisible import.”’ 

Perhaps the distinction which is most haliowed by usage is that 
drawn between “‘current’’ or “‘income’’ items, which include pay- 
ments for goods and so-called services, and ‘‘capital’’ items, which 
include all credit transactions.’ Throughout the last century and 
a half a number of English writers—e.g., Horner, Huskisson, 
Giffen—used the term “‘balance of trade’’ in the above current- 
account sense.° The United Kingdom balance-of-payments esti- 
mates, as compiled by the Board of Trade, also used to follow this 
type of classification. The net difference between the credit and 
debit items was presented as the “‘balance available for investment 
overseas."’ Such a setup involved counting specie exports and 
imports among the current items. Since it is evident, however, 
that gold movements usually fulfill a special function in inter- 
national finance, they are now grouped outside the current account 
in a separate account in most classifications, including those of the 
Board of Trade (since 1932) and the Bureau of Foreign and Do- 
mestic Commerce, although not in that of the League of Nations. 
Practice is by no means uniform, and the inconsistency which exists 
in this regard is another indication of the inadequacy of the dis- 
tinction between current and capital accounts. 

‘‘Capital items must be rigorously separated from current items,” 
writes Hall, “‘because no single datum in a balance of payments is 
more important than the net international movement of capital. 
It measures the change in the nation’s net creditor or debtor 
position.’’? Cleona Lewis expressed the same viewpoint, that the 


5 ‘The distinctive mark is that in the case of current transactions there is an immediate 
quid pro quo, whereas the capital transactions, for the time being at least, are unilateral."’ 
Carl Iversen, Aspects of the Theory of International Capital Movements, p. 35. Thus, according to 
Iversen’s definitions, emigrants’ and charitable remittances and reparations would be included 
as capital transactions, having no immediate quid pro quo. This, however, would be con- 
trary to the practice of virtually all contemporary compilers of balances of payments, who 
place most such items in the current account since they involve no granting or repayment of 
credit. 

6 Frank W. Fetter, ‘‘The Term ‘Favorable Balance of Trade,’ ’’ Quarterly Journal of Econo- 
mics, Aug., 1935. 

7 Ray Ovid Hall, International Transactions of the United States, p. 27. 
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current account balance “‘would show the extent to which current 
operations had provided funds for new investments abroad; or the 
extent to which they had necessitated the sacrifice of existing 
foreign investments or the contraction of new obligations to 
foreigners. It would thus show the net change that had been 
effected in the international debt or investment position of the 
country during the given period and would correspond, in its net 
amount, with the net change shown in a comparison of inter- 
national balance sheets for the beginning and end of the period.’’® 
This takes no account, however, of changes in market value of 
long-term investments. As Dickens makes clear, ‘‘a balance on 
trade and service (income) account is an indication of the current 
movement of capital, but not of the accumulated capital posi- 
tion.’’® It may be claimed that the net movement of capital is 
important in that it gives rise to later capital movements and 
interest and dividend remittances in the opposite direction which 
will determine in part the nature of future balances of payments. 
But in view of market value fluctuation, transfer moratoria, 
scaling-down and outright default of indebtedness, and other fac- 
tors influencing the liquidity of foreign investments, together with 
the fact that different rates of return on various types of long and 
short-term investments may cause the net flow of capital income 
to have no correspondence to the net debtor-creditor position, it 
seems questionable that the grouping of all credit transactions 
under one heading has any utility whatsoever. This is still more 
true when tribute and other completely unilateral quasi-capital 
transactions are included. 

Some of those who draw a fundamental distinction between 
current and capital items defend their use of the country’s net 
accumulation of foreign assets (or net reduction of indebtedness to 
foreigners) as a criterion of a ‘favorable balance of payments’’ on 
the basis that the net acquisition of claims on foreigners is a gain 
in ‘‘substance’’ for the country in question.'° This would be 

8 Lewis, op. cét., p. 64. 

® Paul D. Dickens, *‘Criteria for Determining the Creditor-Debtor Position of a Country,”’ 
Journal of Political Economy, Dec., 1939, p. 849. 

10 P. Reboud, Précis a’ économie politique, Paris, 1934, Il, p. 219, quoted by Eric Barbey, Les 


principaux aspects du probleme de la balance des comptes dans I’ économie générale, Lausanne, 1936, 
Pp- 219-220. 
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justified if official or semi-official holdings alone of such foreign 
assets were considered, but certainly not in the case of the country 
as a whole. It seems a little fantastic to refer to Germany's large 
net export of goods and services in 1930 and 1931 accompanying 
the large-scale outflow of flight capital as an example of a ‘‘favor- 
able’’ balance of payments in any conceivable sense. Moreover, 
is not a net export of commodities as much a loss of the national 
‘‘substance’’ as a net reduction in foreign assets? 

Undoubtedly, the source of many of the inconsistencies that 
have been associated with the rigid differentiation of current (or 
income) and capital accounts is the quite general tendency to 
reason from an analogy between the balance of payments and the 
financial statements of a private firm. Miss Lewis is perhaps one 
of those most addicted to this practice,!! although she recognizes 
that ‘‘the international income account of a nation does not show 
‘profits’ from the year’s operations.’’!? It should be stressed 
that a comparison between international balances and private 
accounting should be limited to two observations only, namely, 
that total debits are equal to total credits in both cases and that 
the balance of payments and the profit and loss statement both 
record the effect of transactions over a period of time, while the 
balance of international indebtedness, like a corporation's balance 
sheet, shows a situation as of a given moment.'* Further analogies 
should not be drawn. 

Finally, some consideration must be given to the argument that 
the current-account balance is of special significance as an indica- 
tion of the influence of a country’s international transactions upon 
its national income. The writer feels, however, that here again 
the distinction is of no value, as many of the capital items have 
the same proximate effect on national income that the so-called 
current items have. 


IV 


Opposed to the formal distinction between current and capital 
accounts as criticized above is the classification which differentiates 
1 Lewis, op. cit., pp. §9, 64-65. 


12 Thid., p. 108. 
18 Cf. Barbey, op. cét., pp. 202-212. 
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items according to the functional role which they play in shaping 
the course of the exchanges. Thus, certain transactions can be 
considered more or less basic, while the remainder fulfill largely a 
secondary or equalizing function. The latter are called into exist- 
ence—along with the fluctuation of the exchange rate—only to 
help bridge the gap between the more fundamental factors of 
supply and demand. This gap represents the favorable or unfavor- 
able balance of trade (in the widest sense) or the ‘‘disequilibrium’”’ 
of the balance of payments as a whole." 

It is plain that at least some capital movements, particularly 
redemptions falling due, must be included among the basic items 
which make up the primary supply of and demand for exchange. 
Aftalion, for example, groups together “‘the ensemble of claims and 
debts arising out of exchanges of goods and services during the 
year under consideration, along with those resulting from opera- 
tions which were effected previously, but which would normally 
give rise to settlement of interest or capital during that year.’’! 
All new movements of long and short-term capital, however, to- 
gether with specie flows, appear to be considered by Aftalion as 
secondary, residual transactions. Williams,!* on the other hand, 
in analyzing the Argentine balance of payments, included long- 
term borrowing and amortization among the more fundamental 
operations, and this practice was followed in 1924 by the League of 
Nations experts, who used the expressions ‘‘negative balance’ and 
“positive balance’ to indicate the net change in a country’s short- 
term position.!’? The inclusion of normal long-term investments 
among the basic transactions is justified by the fact that such 
operations are more or less independently motivated by considera- 
tions of investment return and place exactly the same requirements 
upon the exchange market as, for example, a demand for exchange 


14 Here we are not concerned with the ‘‘transfer problem,’’ which deals with the manner 
in which the basic items of the balance of payments are readjusted in the long run, through 
price level changes and otherwise, but rather with the criteria for determining that a short- 
run disequilibrium exists which may ultimately make a basic readjustment necessary. 

18 Albert Aftalion, Monnaie, prix et change, Paris, 1927, p. 257. 

16 John H. Williams, Argentine International Trade under Inconvertible Paper Money, 1880-1900, 
Pp. 47. 

17 League of Nations, Memorandum on Balance of Payments and Foreign Trade Balances, 1910- 
1923, Geneva, 1924, I, p. 37. 
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to pay for a cotton shipment. Although called into existence by 
somewhat different motives and circumstances, speculative long 
or short-term capital movements associated with the flight of 
capital also have an active and, when they are flowing in one direc- 
tion, a disequilibrating effect in the market. They too should 
therefore be counted as basic transactions. The same holds true 
for movements of short-term “‘swap’’ funds. In so far as they 
flow in response to absolute international interest-rate differentials 
they are comparable to normal long-term capital movements; in 
so far as they derive from premiums and discounts on forward 
exchange either they are really advance payments for goods and 
services (normal hedging) or they constitute an indirect form of a 
speculative, flight movement of capital. 

What, then, should be classified as secondary or equalizing 
balance-of-payment items? First, the exchange reserves of com- 
mercial banks and other exchange dealers themselves (both do- 
mestic and foreign), for it is inherent in the mechanism of the 
exchange market that day-to-day disequilibria are met by additions 
to or withdrawals from the working balances of foreign exchange 
held by these dealers with their correspondents abroad. Al- 
though, under free-market conditions, the exchange dealers usually 
allow such fluctuations in their positions to take place for the sake 
of speculative profits on the exchange rate, this type of ‘‘equaliz- 
ing’’ speculation cannot be compared with the capital-flight type 
of speculation referred to in the paragraph above among the basic 
balance-of-payments transactions. Its function is purely that of 
ironing out short-run disequilibria. When the pressure of a uni- 
lateral balance of settlements is too persistent to be readily absorbed 
by the exchange reserves of the commercial banks without causing 
a considerable change of exchange rates and when the country 
concerned is on a de jure or de facto international monetary stand- 
ard, the burden of exchange support is thrown upon the country’s 
central monetary reserves, consisting usually of gold and/or official 
foreign balances. Whether this occurs through the traditional 
operation of the gold-points, through the voluntary and active 
intervention of the monetary authorities in the exchange market 
or gold market, or through any other mechanism is irrelevant. 
The important thing is that any met movement of a country’s specie 
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or foreign-currency reserves constitutes the balance of equalizing 
items in the global balance of payments and bears a reciprocal 
relationship to the active or passive or “‘favorable’’ or ‘‘unfavor- 
able’’ balance of basic items. The existence of such a balance, 
interpreted, to be sure, in conjunction with any significant move- 
ment of exchange rates, can be taken as evidence of short-run dis- 
equilibrium in a country’s international transactions over any 
given period. 

Although the classification as to basic and equalizing trans- 
actions outlined above bears no relationship to the conventional 
distinction between balances on current and capital account, it 
seems to reflect more accurately than the latter the practical short- 
run problem of the exchanges as it is faced every day by commer- 
cial and central bankers, businessmen, and government officials. 
In addition, there appears to be good historical basis for this usage. 
According to Fetter, ““‘Whatever the Mercantilists said or implied 
regarding the components of the ‘balance of trade,’ one thing 
seems certain: the test as to whether the ‘balance of trade’ was 
‘lucrative,’ ‘advantageous,’ ‘in our favour,’ or ‘wrong,’ ‘against us’ 
or ‘to our disadvantage,’ was the state of the foreign exchanges 
and the direction of the specie flow.’"'* The predominant body 
of opinion in the classical tradition seems also to have followed 
this practice, with its emphasis on gold movements and exchange- 
rate fluctuations, from Thornton and the Bullion Report down to 
Mill, Senior, and Goschen.'® Paish reported in 1910 that the term 
“‘trade balance’’ was generally used in monetary circles ‘“‘to denote 
the ability of a country to import supplies of the precious metals.’’?° 
These writers were preoccupied mainly with gold movements 
because they were naturally thinking in terms of the gold standard. 
The flow of gold, however, is of fundamental significance only in 
so far as it implies a change in a banking system’s reserve of inter- 
national money; and if this reserve includes holdings of foreign 
banking balances, bills, or even liquid long-term securities, the net 
movement of these items plays much the same role as that of gold. 


18 Fetter, op. cit., p. 626. 

19 Ibid., pp. 630-636; John Stuart Mill, Principles of Political Economy, Ill, ch. xx, xxi. 

20 Sir George Paish, ‘“The Trade Balance of the United States,’’ Senate Document 579, 
XXXII, 61st Congress, 2d Session, p. 153. 











SHORT-RUN EQUILIBRIUM IN BALANCE OF PAYMENTS 377 


Finally, it should be pointed out that the definition of short-run 
balance-of-payments equilibrium in terms of net international 
movements of gold and devisen banking reserves brings this concept 
into some relationship with that of internal monetary equilibrium 
(‘neutral money’) for it is in large part through such movements 
of reserves that a country’s international dealings affect its national 
economy as a whole. This, of course, is not as true today as it 
was before the advent of “‘sterilization.”’ 


Vv 


Several practical problems arise in the compilation of the balance 
of payments according to the principles sketched out above. It 
would be extremely difficult in many countries, for example, to 
obtain statistics with regard to movements of intercommercial- 
bank holdings of exchange reserves, and even if it were feasible 
(as in the United States under the Treasury’s weekly reporting 
system), it would usually be utterly impossible to distinguish 
equalizing movements from those arising out of interest-rate and 
forward-exchange-rate arbitrage and outright capital flight. Com- 
mercial banks in most countries, however, usually do not perform 
the equalizing function to any appreciable extent, but rather pass 
it on to the central bank or exchange control authorities. It is 
therefore permissible in most cases to count only the fluctuation of 
official reserves as equalizing transactions. In the case of countries 
like Australia and New Zealand, on the other hand, where the 
private trading banks sometimes hold substantial outside reserves 
for their own account, statistics on these funds are regularly 
available. 

Despite the war, most countries still publish more or less com- 
plete figures on their own official gold and exchange reserves, ex- 
cept, of course, to the extent to which these are held in hidden 
funds. Moreover, in the case of the United States, figures are also 
published in the Federal Reserve Bulletin on the net week-to-week 
movement of foreign central bank funds (including funds in ac- 
counts transferred from central bank to government names) in the 
New York money market. It might be pointed out, however, 
that not all countries’ official funds are administered through 
central bank accounts, since sometimes a designated commercial 
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bank, currency commission, or ‘‘institute’’ may be the official 
agency. Countries operating with clearing agreements usually 
publish the balances outstanding in their respective clearing 
accounts, and these are now extremely important types of official 
funds, although their behavior may differ from that of ‘‘free’’ 
balances. Where such countries are concerned, separate balances 
of payments should be drawn up according to the major currency 
areas (“‘hard currency’’ area, sterling area, reichsmark clearing 
bloc) that are dealt with. 

A difficult problem of classification arises in the case of requisi- 
tioning and forced liquidation of privately-owned foreign securities 
and balances. In the Treasury tabulation of the British wartime 
balance of payments (see Table I, above) such transactions were 
included among the equalizing items (“Total drain on gold and 
dollar resources .. .’"). On the other hand, there is a good argu- 
ment for considering them among the basic items, if only because 
they constitute part of the final readjustment of the long-run 
balance of payments. If, however, American securities formed a 
customary patt of the Exchange Equalization Account’s exchange 
reserves, the fluctuation of such official holdings would naturally 
be counted as a short-run equalizing movement. 

Gold movements should be considered as equalizing transactions 
only when they affect monetary reserves. Fora country like South 
Africa, of course, the export of newly-mined gold is merely a com- 
modity movement and should therefore be counted among the basic 
items, the equalizing function being fulfilled by fluctuations of 
sterling reserves. Indian absorption and release of specie in con- 
nection with movements of hoarding and dishoarding should also 
be considered among the basic transactions for similar reasons. 
Even changes in monetary gold reserves are sometimes to be classed 
as basic when they represent voluntary and more or less permanent 
changes in reserve policy. In 1913, for example, France bought 
some $36 million of gold in the United States market even though 
the exchanges were considerably below the gold-export point. 


VI 


To summarize: In many statistical and theoretical analyses of 
the balance of payments the use of the conventional terminology 
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and classifications—especially the distinction between the so- 
called ‘“‘current’’ and “‘capital’’ accounts—tends to detract from 
the clarity and realism of the picture presented of international 
transactions. The writer believes it preferable to interpret such 
interregional or inter-monetary-area payments according to 
whether they represent a more or less original element of supply of 
or demand for devisen (basic transactions) or whether, like fluctua- 
tions in holdings of gold or other monetary reserves of international 
means of payment (equalizing transactions), they play a relatively 
passive role in the exchange market. This latter point of view is 
that consciously or unconsciously shared by those in practical 
contact with present-day international finance. The association 
of a ‘‘favorable’’ balance of payments with movements of gold and 
similar central reserves may be criticized by some as unduly mercan- 
tilistic. Realists must recognize, however, that in the world 
about us international commercial and financial intercourse is 
organized on a predominantly mercantilistic basis. Our statistics 
are inadequate if they do not take account of this situation, how- 
ever unfortunate it may be. 








REACTIONS OF THE FEDERAL GOVERNMENT TO 
THE 1837-1843 DEPRESSION 
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I 


The crisis of 1837 was the first serious business collapse faced by 
our federal government that did not seem to be a phase of adjust- 
ment necessitated by military conflict. From a new high level of 
prosperity the country was suddenly plunged into the depths of 
economic prostration. Prices declined, bankruptcies became com- 
monplace, banks suspended specie payment, and urban unemploy- 
ment grew into a serious problem.! 

It was natural, as in the recent depression, that the people should 
place some of the responsibility for their misfortunes upon the ad- 
ministration in power and that they should look to Washington for 
the alleviation of their difficulties. Despite the widespread ac- 
ceptance of the general principles of laissez faire at that time, the 
Van Buren administration reacted to this pressure as any political 
group anxious for public approval must react. Thus in 1837 the 
Democrats felt compelled to attempt an explanation of the causes 
for the collapse and then to suggest remedies for the conditions at 
fault. 

Nor were the Whigs less willing to inquire into the reasons for 
the depression and to prescribe remedies. They naturally hoped to 
ride into power upon the wave of discontent. But while their 
policies before Harrison’s inauguration in 1841 were purposely 
vague, the program as it developed was not a complete embodi- 
ment of laissez faire theory. 

Business men, as usual, were quick to place the blame for the 
economic situation upon someone else. Among the many com- 
plaints and requests for assistance that poured in upon the ad- 

o 


1 Reports of the Secretary of the Treasury, IV, 39. 
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ministration was one from a group of New York merchants that 
contained this sentence: 


We speak in behalf of a community which trembles upon the brink of 
ruin, which deems itself an adequate judge of all questions connected with 
the trade and currency of the country, and believes that the policy adopted 
by the recent administration, and sustained by the present, is founded in 
error, and threatens the destruction of every department of industry.? 


In response to these appeals the Secretary of the Treasury quickly 
issued instructions that extensions of time up to go days be 
granted in the collection of duty bonds and assured the business 
community that “‘every species of relief and indulgence in the 
power of the Treasury, consistent with the laws and the public 
duties intrusted to its charge’’ would be extended.* 

In addition at a special session of Congress called to deal with the 
nation’s difficulties, President Van Buren presented an elaborate 
message which reviewed the causes of the crisis and advocated a 
number of measures for relieving the situation. In general the 
crisis was attributed to ‘‘overaction in all departments of business”’ 
that had been “‘stimulated to its destructive consequences by ex- 
cessive issues of bank paper.’’* The large investments in unproduc- 
tive lands, the expenditure of large amounts in internal improve- 
ments which were ruinously improvident in many cases, and the 
rapid growth of luxurious habits were also listed as important con- 
tributing causes. The recommendations of Van Buren for dealing 
with the depression included the establishment of an Independent 
Treasury, further extensions of time for payment of import duty 
bonds and government deposits in the banks, the withholding of 
the fourth deposit of the surplus from the states, and continuation 
of the effort to increase the circulation of specie in the coun- 
try.° After making these recommendations the President closed 
his message by paying lip service to the principle of laissez faire and 
expressing confidence in the rapid recovery of the nation. 

As the depression continued and deepened these declarations in 


2 Ibid., p. 38. 

3 [bid., pp. 33-36. 
4 Messages and Papers of the Presidents, compiled by James D. Richardson, IV, 1542. 
5 Ibid., pp. 1545-1560. 
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favor of governmental nonintervention became less and less fre- 
quent and definite. Governmental inaction, as in 1932, proved 
politically unfeasible. Significant, also, is the fact that after the 
brief recovery in 1838 Van Buren attempted to show that restored 
prosperity was due to the credit policies pursued by his adminis- 
tration. °® 


Il 


Both the Whigs and the Democrats agreed that one of the im- 
portant causes of the depression was the rapid expansion of credit 
by the state banks following Jackson's removal of the deposits in the 
Second Bank of the United States. They also agreed that if future 
crises were to be avoided such an expansion must not be allowed to 
occur again. But here their agreement ended. The solutions 
proposed differed radically. 

The Van Buren administration insisted that there was an in- 
herent tendency in the banking system to expand upon govern- 
mental deposits that could be remedied only by discontinuing the 
practice of using banks as depositories. While it is true that the 
Democrats believed that government funds would be safer in the 
hands of public officials, this did not mean that they were willing 
to abandon control of the banks and the currency. Advocates of 
the Independent Treasury considered their program to be a reform 
that would result in an indirect, but much more effective, regula- 
tion of the banks. 

In the first place the Democrats insisted that, if the federal 
government accepted and paid out only specie in all its monetary 
transactions, a demand for the precious metals would be created 
that would attract a larger supply from abroad. In addition there 
would be a constant demand upon the banks for specie to make 
these payments, and the banks would be more cautious in main- 
taining their reserves and less likely to engage in reckless ex- 
pansion.’ 

Secondly, and more significantly, the administration believed 
that the Independent Treasury would constitute an automatic 
check upon the development of booms based upon undesirable bank 


6 Ibid., pp. 1707-1708. 
7 Gales and Seaton's Register of Debates in Congress, 25 Cong., 1 Sess., XIV, 117-118. 
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expansions. Relying upon the experience from 1835 to 1837 they 
insisted that any such boom would necessarily increase public 
revenues and result in a surplus. If this surplus were only held in 
the form of specie in government vaults instead of being deposited 
in the banks, the specie reserve of those institutions would be 
quickly reduced and their expansion would come to a halt.® 

The Whigs bitterly opposed the creation of an Independent 
Treasury from the first. They considered it an untried experiment 
to which the administration had been forced because of the break- 
down of the state bank depository system. Clay and his followers 
attacked the Democrats unmercifully for leading the nation from 
the successful currency regulation under the Second Bank of the 
United States. They asserted that the administration had decided 
to abandon its constitutional task of regulating the currency and to 
adopt one currency, specie, for the uses of the government, leaving 
the people with a depreciated currency, bank notes. ° 

Van Buren’s proposal was attacked as an attempt to destroy the 
banks and to create a completely metallic currency. The Whigs 
argued that such a currency would prove inadequate for the needs 
of the country, especially when a large amount would be with- 
drawn from use in treasury vaults.!° Deflation with all its at- 
tendant evils, they insisted, would result. Clay and the majority 
of his party favored the creation of another national bank, but they 
did not openly advocate this until after their successful presidential 
campaign in 184o. 

Because of the opposition control in the House, Van Buren was 
unable to secure passage of the Independent Treasury Bill by the 
Twenty-fifth Congress. But the brief revival in 1838 coincided 
with the Congressional elections of that year, and the Democrats 
secured a small majority in the House. Early in 1840 in the first 
session of the new Congress the plan was enacted intolaw. By this 
time economic conditions had plunged to a new low, and the 
Whigs in the same year secured control of both houses of Congress 
and elected Harrison as president. 

But in order to unite the opposition to Van Buren the Whigs 

8 Congressional Globe, 26 Cong., 1 Sess., VIII, 453. 


® Gales and Seaton’s Register of Debates in Congress, 25 Cong., 1 Sess., XIV, 84. 
10 Tbid., 170. 
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had purposely been very vague about their policies, and many of 
the party, including Vice-President Tyler, were opposed to Clay’s 
schemes for creating a new national bank. When Tyler assumed 
the duties of president upon Harrison's death a split in the Whig 
party became inevitable. Clay quickly assumed leadership in 
Congress and formulated a bank bill to his liking. But in his 
effort to secure the presidential nomination in 1844 Clay refused to 
compromise with Tyler,'! and the national bank bills were vetoed. 
It proved impossible for the Whigs to get together on any other 
proposal to regulate the currency, although they had already re- 
pealed the Independent Treasury Act and treasury affairs were in a 
chaotic condition. 

The significant feature of this struggle between the advocates of 
the Independent Treasury and the adherents of the national bank 
proposal was that both parties favored controls by the national 
government which, it was hoped, would prevent a recurrence of the 
collapse. Neither party advocated a policy of allowing private 
interests to control completely the expansion and contraction of 
bank credit. This suspicion of the soundness of the banking 
system was illustrated by the strict regulations imposed by Con- 
gress upon the local banks of the District of Columbia in regard to 
the denomination of bank bills that they might issue, the mainte- 
nance of specie payments, and the granting of loans to bank officials 
or owners of the bank’s stock.'* 

The debates of the period indicate a considerable degree of in- 
sight into the workings of a commercial banking system. While 
many of the refinements of the purely monetary theory of business 
cycles were lacking, Hawtrey would have found much to approve 
in their analysis of the causes of and remedies for the depression. 
These remedies, however, were primarily aimed at preventing 
future depressions rather than alleviating the effects of the current 
one. 


Ill 


It is frequently assumed that widespread demand for monetary 
inflation has been a universal feature in all of the serious depressions 


1G. R. Poage, Henry Clay and the Whig Party, pp. 41-61. 
12 United States Statutes at Large, V, 449-451. 
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in the United States. This assumption is found definitely not to be 
correct for the 1837-1843 depression when the debates of Congress 
and the papers of the Presidents are examined. The belief that 
overexpansion of the banks and the accompanying inflation had 
been responsible for the collapse in 1837 was widely expressed and 
generally accepted. With such an analysis of the causes of the 
crisis it was natural that there should be little call for another dose 
of the poison. 

Indicative of this opposition to monetary inflation were nu- 
merous laws passed by Congress during this period. In an effort to 
reduce the circulation of paper money and increase that of specie an 
act was passed in 1838 making it unlawful for anyone to issue or 
pass in the District of Columbia any form of paper money or draft 
of a denomination below five dollars.1* Late in 1838 the Secretary 
of the Treasury issued instructions to all collectors that even 
though a bank had resumed specie payments its notes were not to 
be received if it issued notes of under five dollars.'4 When the 
Independent Treasury law was passed it contained a clause ordering 
the Secretary of the Treasury to issue regulations forcing all holders 
of drafts to present them promptly in order to prevent their use as 
currency.'® 

Large issues of treasury notes were made throughout the de- 
pression, but the needs of the treasury were the dominant considera- 
tion and definite efforts were made to prevent general circulation 
of the notes as currency. The first treasury note bill provided that 
the notes should bear interest up to 6 per cent and that the denom- 
inations should not be less than 50 dollars.'* Of the first issue of 
notes more than two-thirds bore interest at 5 or 6 per cent.!’ 
There was some recognition that the treasury notes might take the 
place of part of the gold and silver that had disappeared from cir- 
culation and thus limit the continued fall of prices,'® but there was 
no anticipation that rising prices might result. When the Whigs 
came to power in 1841 they even attempted to finance the deficit by 

18 Tbid., p. 309. 

14 Reports of the Secretary of the Treasury, 1V, 217. 

18 United States Statutes at Large, V, 391. 

16 Tbid., p. 201. 


17 Reports of the Secretary of the Treasury, IV, 179. 
18 Gales and Seaton's Register of Debates in Congress, 25 Cong., 1 Sess., XIV, 1346. 
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the issue of bonds and to dispense with the use of treasury notes. 
When the bonds failed to meet with ready sale, however, they were 
forced to fall back upon the continued use of the notes. 

The avoidance of inflationary measures by the federal govern- 
ment during this depression and the almost complete absence of 
their advocacy by any important group in Congress marks a sig- 
nificant difference from the activities in Washington during the 
post Civil War economic reversals up to, and including, the one 
commencing in 1929. It provides an excellent illustration of the 
fact that the politicians can only make use of current economic 
analysis in attempting to apply remedies to the problems they face. 


IV 


The financial policy followed by the government was definitely 
one of economy. Late in 1839 President Van Buren was very 
proud to point out that total expenditures for that year would be 
only $26,000,000 as compared with $33,000,000 for 1837.1° Con- 
struction on some public works projects was continued on a reduced 
scale, but none of the debates on the appropriation bills indicate 
that relief for the unemployed was a significant factor. The only 
outright suggestion of public works for this purpose was the 
petition from citizens of Philadelphia that the government should 
order completion of the frigate “‘Raritan’’ in order to give employ- 
ment to some of the idle men in that city.*° This proposal was 
never reported out of committee. 

Comparison with New Deal policies is so obvious that it re- 
quires little comment. Inability of the government to borrow 
upon favorable terms and lack of the ‘‘pump-priming’’ analysis 
probably combined to prevent popularity for this remedy. 


Vv 


Neither is there any indication that the policy of public land 
sales was affected by the existence of unemployment. Previous 
temporary pre-emption laws were continued in permanent form by 
a law passed in 1841, but the debates on this bill and the earlier 
temporary measures contain almost no indication of a belief in 


19 Messages and Papers of the Presidents, IV, 1753. 
20 Congressional Globe, 25 Cong., 2 Sess., VI, 70. 
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Congress that the problems of the urban unemployed might be 
solved by their moving to the West and taking up part of the 
public lands. 

The somewhat too ready assumption is made today that earlier 
depressions created less serious urban unemployment problems be- 
cause of the opportunity that those unfortunates had of resorting 
to free lands in the West. Certainly the politicians of that day did 
not recognize the public lands as an immediate answer to the 
problems of unemployment. It would appear likely that if any 
large-scale movement of the jobless from the East under depression 
conditions had been possible the advocates of pre-emption would 
not have failed to make use of that fact in their arguments. 


VI 

As was the case in every serious economic reversal in the nine- 
teenth century, this depression precipitated a struggle over a 
national bankruptcy law. The only previous act had been passed 
in 1800 and repealed three years later. In the special session of 
1837 the Democrats attempted to secure the passage of a bank- 
ruptcy law that would force the banks to resume payment on their 
notes.*!_ As the depression deepened, the flood of business failures 
forced Congress to take cognizance of the problems created by the 
lack of uniformity in the state statutes and the difficulty of ad- 
ministering them. It was argued that one reason for the failure of 
the country to recover was the inactivity of a large group of pro- 
gressive businessmen who had no incentive for renewed enterprise 
since any earnings would immediately be seized by their creditors. 
Pressure from the interested groups*? finally caused the passage of a 
national bankruptcy act in 1841. The operation of this law was 
as unsatisfactory as the earlier one had been. Complaints of 
fraud and the escape of undeserving debtors under its provisions 
quickly arose, and the act was repealed early in 1843 by an over- 
whelming majority in both houses of Congress. The primary 
significance of this movement for a federal bankruptcy act is its 
demonstration of the fact that the tendency of sufferers from 
economic crises to look to the government for relief appeared well 
before 1932. 


21 Gales and Seaton’s Register of Debates in Congress, 25 Cong., 1 Sess., XIV, 533-550. 
22 Congressional Globe, 27 Cong., 1 Sess., X, appendix. 498. 
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Vil 


Despite the widespread urban unemployment and the fiscal diffi- 
culties of the nation there was no significant move for revision of 
the tariff until late in the depression. The fact that the reductions 
under the Compromise Tariff of 1833 were not great until the two 
final changes in 1842%* probably explains the willingness of the 
high tariff advocates to remain quiet until then. But even before 
the heavy reductions in 1842 had taken place, Clay and his fol- 
lowers had commenced the framing of a new protective tariff. 

The Whigs had attempted to lay the groundwork for a perma- 
nent high tariff policy by combining with their pre-emption law a 
clause authorizing distribution of the proceeds of public land sales 
to the states. They had hoped that this would leave the finances 
of the government in such a position that a high tariff would be 
inescapable. The low tariff group had seen the implications of 
the move, however, and had insisted upon the inclusion of a 
proviso that the distribution clause should become inoperative at 
any time that tariff rates were raised above the 20 per cent provided 
for in the Compromise Tariff. 

Three months before the final rate reduction was to take place 
the Committee on Manufactures reported a protectionist bill to the 
House. The Whigs in general were content to base their advocacy 
of higher rates upon the need for increased revenue, but at times 
they were quite willing to admit a belief in the efficacy of the 
tariff as a means of reviving business and relieving unemployment.*4 
An attempt was made to preserve the distribution clause by re- 
pealing that portion of the Pre-emption Act, but Tyler’s veto 
forced Congress to modify the bill so that distribution of the 
proceeds of public land sales to the states ceased. 


Vill 


One of the most interesting aspects of this depression was its 
result upon political fortunes. The brief recovery in 1838 saved 
the Democrats from defeat in the Congressional elections of that 
year, but when the new recession commenced in 1839 Van Buren 

8 Thirty per cent of the total reductions under the Compromise Act were to take effect 


on January 1, 1842, and another 30 per cent on July 1. 
24 Hunts’ Merchants Magazine, VII, Oct., 1842, 347. 
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and his party were unable to escape censure, and the Whigs elected 
Harrison and Tyler and secured majorities in both houses of Con- 
gress in the 1840 elections. Unfortunately for them the depression 
continued to deepen and the Democrats regained control of the 
House in 1842 by a majority of almost two to one. Certainly this 
presents a good example of the close correlation between business 
activity and the fortunes of the political party in power. Had 
Van Buren been alive in 1932 he could scarcely have failed to sym- 
pathize with another President who was so unfortunate as to come 
into office just before the nation plunged into the depths of a 
serious depression. 


IX 


With this pressure from a dissatisfied electorate it is not sur- 
prising that the politicians of the day were willing to advocate 
changes that could be given the appearance of efforts to solve the 
economic problems of the nation. Any attempts to grapple 
with the problem had to be based upon the contemporary economic 
analyses of depressions. Perhaps the failure to attempt other 
solutions was due to a lack of adequate analyses rather than, as is 
commonly assumed, to a belief in the efficacy of a laissez faire 
policy. Undoubtedly numerous other factors, such as the lack of 
an extensive administrative organization and a comparatively 
conscientious adherence to the strict letter of the Constitution, 
prevented consideration of some measures. 

The relation of the monetary system to the movements of the 
business cycle was better understood then than almost any other 
aspect of the problem. For this reason both parties in their at- 
tempt to prevent a recurrence of the crisis concentrated upon con- 
trol of the banking system. The programs of both the Democrats 
and the Whigs were based upon the belief that they would limit 
the unwise expansion of the banks and so prevent a subsequent 
collapse of business activity. Due to the fact, however, that this 
depression had been preceded by a period of inflation resulting 
from an expanded paper currency there was virtually no agitation 
in Congress for an attempt at recovery by inflationary methods. 

The records of Congress and the papers of the Presidents give 
ample evidence that laissez faire doctrine provided an important 
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element in the background of the thinking of the day. But it is 
significant that the statements of this policy were frequently ac- 
companied by advocacy of modifications in the application of the 
principle. Wherever added governmental activities seemed to 
give promise of relief from economic depression men were found to 
urge the adoption of those policies. For this reason economic 
historians would do well to avoid the assumption that the theory 
of laissez faire constituted an impassable barrier to the advance of 
the nation toward solution of ics social problems. 























COMMUNICATIONS 
SCIENTIFIC PROGRESS AS A CAUSE OF MALADJUSTMENT 


Economists and sociologists have developed a standard pattern 
for a discussion on scientific progress as a cause of maladjustment. 
There is first a eulogy of science, which tames rivers, fights dis- 
eases, makes deserts bloom, bridges continents: briefly, our whole 
modern world is used as an evidence of what science has accom- 
plished to establish Utopia on our planet. 

All of a sudden Utopia disappears: masses of unemployed come 
into the picture and progress is pointed out as one of the major 
causes of economic and social maladjustment. Scientific progress 
appears then as a paradox. It seems that, while working for a 
better world we have sown the seeds of our own destruction. 

In order to improve this situation many economic nostrums have 
been suggested. Some writers, like the authors of ‘“Technology 
on the Farm”’ simply claim that there is “‘an urgent need to develop 
methods of directing technological change into socially desirable 
paths.’’ A stupendous task is thus assigned to social sciences: 
to direct our efforts toward the elimination of harmful factors or 
the solution of hard problems, while carefully abstaining from 
any activity which might lead to unemployment or overproduc- 
tion. Scientists, it is said, should use their knowledge, their 
instruments, their laboratories for the solution of the problems of 
mankind, not for the creation of new problems and greater un- 
happiness. 

Unfortunately, this idea of science choosing her fields and her 
problems as a cameraman selects the subjects of his pictures, is no 
longer workable. There is no clear cut partition among the several 
fields of science. Neither is it possible to forecast the develop- 
ments of any discovery. We have to consider any progress not as a 
step toward a definite aim, but as an event of unpredictable re- 
percussions. 

Thus, the first requirement for a well-directed progress, namely 
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the identification of “‘socially desirable paths’’ cannot be ac- 
complished. A brief review of some scientific discoveries of the 
past will show the connections between allegedly independent 
sciences or fields as well as some unpredictable effects of supposedly 
beneficial discoveries. In 1828 W6hler, studying the effects of 
heating on ammonium isocyanate, performed accidentally the 
synthesis of urea. This accidental discovery completely upset the 
idea that organic substances could be synthesized only by living 
beings and opened to chemists and biologists the immense field 
of organic synthesis. Such were the effects of this discovery that 
our century is sometimes called the ‘Century of Synthesis’’. 
However, while synthesis worked as a blessing for humanity as a 
whole, lethal was its action against the producers of camphor, of 
citric acid and of scores of other agricultural products which could 
not stand the competition of synthetic products. 

Pasteur, a mineralogist, in his studies on the crystals of am- 
monium racemo-tartrate led to astonishing discoveries in the field 
of fermentation and, subsequently, to the discovery of the cause and 
treatment of infectious diseases. 

Well can producers of wine and vinegar hail Pasteur as the savior 
of their industry, which he freed from many hazards and causes of 
failure. But, on the other hand, while solving the mysteries of 
fermentation Pasteur planted the seeds of destruction of the monop- 
olistic position of certain countries in regard to wine. Today 
French, Spanish, Italian wines can be produced all over the world, 
wherever the special ferments can be grown and used. A whole 
economy, based on intensive farming and a high-priced produce is 
thus facing destruction. 

Up to the first half of the nineteenth century the dyes that were 
employed for the production of fast colors all came from vegetable 
and animal sources such as indigo, cochineal, kermes, walnut 
husks, weld etc. In 1856 Perkin (working on an entirely different 
problem, namely the synthesis of quinine) discovered aniline dyes. 
This was the origin of all our coal-tar dyes which have so com- 
pletely replaced the dyes of antiquity that the demand for the 
latter and the utilization of their sources are now practically 
negligible. The economy of several countries, formerly producing 
natural dyes, has then been completely upset. One realizes the 
plight in which the South could have found itself had not cotton 
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replaced indigo on the plantations toward the end of the eighteenth 
century. 

lt might be contended that the above cases are only instances of 
misdirected progress. In other words, even if the real significance 
of the discoveries could not be appraised from the very beginning, 
research should have stopped at the first hint of harmful conseq- 
uences. But, in other cases, the need of progress, the plea for a 
solution of tremendous problems led to unpredictable, momentous 
results. 

Fifty years after the discovery of aniline dyes, Perkin’s discovery 
led to a revolution in medicine. Aniline dyes were used by Ehr- 
lich against trypanosomes and spirochetae. Ehrlich’s “‘magic 
bullet’’ against syphilis is only a modification of a red dye. 

From Ehrlich’s “side-chain theory of immunity”’ an entirely new 
branch of medicine, chemiotherapeutics, was born. Today the 
great producers of dyes like the Badische Anilin Soda Fabrik are at 
the same time the greatest producers of drugs. Any new, brilliant, 
color is nowadays tested against all pathogenic organisms. 

A world free from syphilis, from meningitis, from pneu- 
monia.... What else could we dream of? But, with tropical 
diseases held in check new frontiers would be opened in Asia, 
in Africa, in South American, and agriculture would become 
unprofitable in most of the Old World; new and tremendous prob- 
lems would arise. 

Scientists and breeders are striving toward a greater production 
of fats. More butterfat, more lard, more vegetable oils are the 
goals of research all over the world. However, outstanding 
biochemists agree in forecasting a great reduction in the demand for 
fats in the near future as a consequence of the discovery and syn- 
thesis of fat-soluble vitamins. Thus work undertaken to free 
humanity from “‘hidden hunger’’ might result in greater starvation, 
widespread misery, worse maladjustment. 

The examples listed heretofore, as well as others which have 
been omitted for the sake of brevity, seem to indicate that control 
and direction of scientific progress should be considered wishful 
thinking. 

Up to date, as a consequence of the cleavage and, eventually, of 
the conflict between technical and economic research, economists 
and social planners have given too little consideration to the pos- 
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sible evil effects of technological changes and scientific develop- 
ments. Faced with the problems of unemployment and over- 
production, faced with the plight of some producers, economists 
have pointed to science as a cause of the phenomena they were 
studying and describing. In some cases they have suggested 
legislative measures against labor-saving devices or proposed a 
system of compulsory employment. In other cases tariffs or 
discriminatory measures have been suggested as obstacles in the 
adoption of substitutes of domestic products. 

All actions of the economists in this connection might be com- 
pared with clinic and curative medicine. It seems to the writer 
of this note that there is ample room for a more beneficial activity, 
which might be compared to preventive medicine. It seems to 
belong to the economist and social planner to counteract the en- 
thusiasm with which new discoveries and developments are 
received. It is believed that faced with a new machinery or a new 
practice the economist ought to study all possible developments of 
its application and suggest those changes in the social organization 
that will enable society to deal with adverse effects of scientific 
and technological progress. 

For instance, while aware of all advantages of artificial in- 
semination the economist should account for the reduction in 
demand for all sires and for the disappearance of demand for the 
services of less valuable sires, which will accrue from the adoption 
of this practice. The reduction in the net income of the breeders, 
which may sometimes follow, might initiate social and economic 
problems to which the economist ought to give serious con- 
sideration. 

Again, there is now a trend toward adoption of vitaminized 
substitutes for milk. This practice might imply a devastating 
blow to the dairy industry. Instead of suggesting discriminatory 
legislation, the economist should recommend measures aimed at 
an expansion of employment’s possibilities in other fields for capital 
and labor previously used in butter production. 

To formulate a general suggestion it might be said that, when an 
innovation in the productive process or shifts in demand might lead 
to unemployment, society ought to step in and demand economic 
activities in other fields where this technological unemployment 


could be absorbed. 
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We have emphatically stated that technological changes might 
lead to undesirable evil effects. The solution of the dilemma of 
progress is not, in our opinion, to prevent the adoption of a new 
practice or the application of a discovery which might reduce labor 
requirements and consumers’ outlays but to plan for proper em- 
ployment of the means of production which might be left idle. 

The task of the economist and social planner is then more far- 
reaching than “‘to direct technological change into socially de- 
sirable paths’. He must open new paths and recommend the 
broadening of others, thus planning a system of better social and 
economic institutions where risks of evil effects of technological 
change will be practically eliminated. 

North Carolina State College, Victor Brenepicr SULLAM 

University of North Carolina 


THE REORGANIZATION OF REVENUE ADMINISTRATION 
IN COLORADO 


The 1941 Legislature of Colorado enacted an ‘‘Administrative 
Code of 1941,’’ the most sweeping provisions of which authorized 
comprehensive reorganization of revenue administration under 
one ‘‘director’’ to be named by the governor and approved by 
by two-thirds of the senate. For operating purposes the act 
became effective July 1. 

The Department of Revenue took over administrative functions 
relating to all taxes authorized by the state except for certain 
activities incident to handling death, gift, corporation capital 
stock, and certain locally enforced measures. It also assumed 
partial responsibility for supervising local tax administration 
functions.! In addition the law charged the department with 
‘“‘collecting’’ numerous other revenues, including fees for practi- 
cally all licenses, permits, and special services—of which the 
state has a large number. 

Even before Mr. F. R. Carpenter? took active charge as Director 


1 However, equalization and utility assessment jobs are still to be within the purview of 
the civil service Tax Commission. 

? Formerly Director of Grazing in the federal Department of the Interior. ‘‘Farry’’ Car- 
penter, as he is generally known, is a graduate of Princeton and of the Harvard Law School. 
Although without tax administration experience, he is peculiarly equipped for his job, both 
by nature and by extensive local and federal administrative experience. 








396 COMMUNICATIONS 


of Revenue, he had arranged with experienced consultants’? to 
aid in working out a plan of operations. The planning ‘‘team”’ 
went to work in Denver June 2 and 3 and were thus forced to plan 
and set up administrative machinery in less than one month. 

Structurally, the plan designed differs from those operative in 
other states in a number of respects—most of them dictated by the 
statute or by other local conditions. Primary line responsibility 
for discharging the obligations of the department is lodged in two 
divisions, one of which is in charge of all audit and other technical 
tax work and the second in charge of all administrative routine— 
both for the Department of Revenue functions and for those of 
outside agencies. The former includes three units, a legal entity 
(as required by statute), a bureau of motor vehicles (in four sec- 
tions), and a bureau of taxation (in which are three tax sections 
with an integrated audit program). The division of administra- 
tive services provides for sections handling mail, cash, accounts, 
collections, proving, files, and miscellaneous services. 

In addition, there is a general staff service and a general fiscal 
and personnel agency. The former handles statistics, general 
research, and publicity under the direct oversight of the director. 
The latter is similarly in charge of the department’s budget, the 
costing, the purchasing, the stenographic pool, the personnel and 
payroll work, and like functions. These two units, however, are 
essentially housekeeping and staff activities. The actual handling 
of tax work, as already indicated, is centered in the two divisions 
previously described. 

One limiting factor under the Colorado constitutional civil 
service set-up is the possibility of securing personnel fitted for the 
peculiar requirements of a modern tax department. However, 
with the cooperation of the Civil Service Commission, though no 
special examinations have been offered (save for auditors and field 
collectors), competent men have been obtained for four key posi- 
tions. One is George Peak, chief of administrative services, who 
has had considerable administrative experience in the tax depart- 
ments of Kentucky and Louisiana as well as elsewhere. A second 

8 The writer was assisted in this work by Messrs. Dansie and Christensen of the Utah Tax 


Commission, Mr. Sowers of the University of Colorado, and Mr. Harold Singer, a recent 
gtaduate of the same institution. Some of these were inexperienced. 
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is Harold Hurst, chief of staff services, like Peak a graduate of the 
University of Denver, who till recently was in private finance 
study work in Ohio. The third is the fiscal agent, Mr. Dieter, 
long known as an able Denver business executive. The fourth is 
James Byrd, who for many years has been an accountant in one of 
the outstanding Denver firms of certified public accountants. The 
deptty director has not been named at the time this is being 
written. All these gentlemen are provisional civil service ap- 
pointees. They must take competitive examinations within six 
months from July 1.4 Each must stand first on the examination or 
be replaced. 

Another problem confronted by the department—and not yet 
entirely solved—is that of handling the numerous collections of 
petty amounts for other state agencies. One provision of the 
statute prohibits collection of any money by persons who have to 
do with audit work. Another authorizes deputization of other 
departments under certain circumstances. The department has 
been forced for lack of time to deputize certain licensing agencies 
and in effect has authorized them to mix policing with collecting 
functions. There seems to be no great technical problem involved 
in working out of this anomalous position; but, unless it is done 
promptly, there may be considerable political difficulty. 

Still a third administrative issue of significance is that of securing 
a larger audit staff and a reduced collector staff. There have been 
about 30 or 40 of the former and nearly a 150 of the latter. Ad- 
justment will be made in this distribution effective in part August 
1. It is contemplated that competent auditors will prove scarce. 

Notwithstanding these and other unsolved, or only partially 
solved, problems the Colorado Department of Revenue promises 
to take its place among the successful state tax administrations. If 
this good omen is borne out by subsequent developments, the 
integrated and successful department will replace one of the most 
scattered tax administrations still remaining January 1, 1941, 
in any state. 

University of Kentucky James W. Martin 

4 Indeed, all appointive Colorado administrative employees save three legally “‘confidential 


employees of the Governor's office,’’ of which the Director of Revenue is one, must be civil 
service appointees. 
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Investment and Business Cycles. By James W. Angell. New York: 

McGraw-Hill Book Co., 1941. Pp. xviii, 363. $3.50. 

This is a major contribution to business-cycle theory, well 
written and closely reasoned. It is impossible to do it justice in a 
brief review. 

Taking the cycle as given, the author endeavors “‘to construct a 
general hypothesis which can account for the appearance and 
working of self-generating business cycles.’ He rules out “‘exog- 
enous’’ developments as a major casual factor, and follows the 
Keynesian approach and methodology with several modifications, 
qualifications, and changes of emphasis as to conclusions. 

In sharp contrast with Keynes, the author holds that ‘‘the 
market rate of interest’’ has comparatively little influence on the 
rate of new investment. A large part of this disagreement is due to 
a failure to agree on the concept. Angell uses ‘‘the market rate of 
interest’’ to mean the average current yield on existing investments 
and attributes that view to Keynes (p. 41). This reviewer finds no 
evidence to indicate that Keynes holds this concept; rather Keynes’ 
concept would seem to be Angell’s ‘‘marginal expected yield’’ on 
existing assets (p. 43). 

The central theme of Angell’s theory is that anticipations govern 
the rate of new investment, which, in turn, governs income. (He 
refers to the rate of investment as the ‘‘trigger mechanism’’ which 
controls general economic activity.) But anticipations are gov- 
erned by the income of the immediate past. How can a change of 
direction occur within such a “‘closed chain’’? The answer is that 
the relation running from anticipations ¢o income is direct and 
linear while the relation running from income to anticipations is 
not linear but depends upon the rate of change. Anticipations 
are constant when income is changing at a constant rate. This 
is due to certain technological factors governing the amount 
of investment necessary to sustain income which is changing 
at a constant rate (p. 74). This last step is the weakest link 
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in the theory; the author’s discussion of it is neither clear 
nor adequate. Taking his analysis as it stands, however, it 
would seem that the technological factors are the real ‘“‘trigger 
mechanism’’ which actuates anticipations which, in turn, govern 
investment and income. Like Keynes, the author believes that 
the immediate and objective factor which limits expansion and 
precipitates depression is some form of hoarding or failure to 
spend. 

After developing his theory, the author checks it against the 
cycles we have experienced and uses it to indicate solutions to some 
of our present problems. Especially good is his discussion of the 
circular velocity of income in the United States between 1899 and 
1939. He does not believe that deficit spending after 1933 had any 
pump-priming effect but does believe that it raised income sub- 
stantially and that it will be necessary for an indefinite period in the 
future. He does not subscribe to the “‘stagnation theory’’ because 
of the facts adduced by Hansen and others but thinks we may be 
faced with a partial stagnation because of an increased “‘marginal 
pessimism.’’ When he thus carries his psychological theory over 
into the secular field, we might again ask whether technological 
factors influence or govern anticipations. The author is not 
greatly disturbed at the prospect of an indefinite increase in the 
public debt because of deficit spending but he regards increased 
taxes as a major deterrent to new investment. In the final chapter 
the author discusses the inflationary possibilities inherent in the 
financing of national defense and makes some interesting and im- 
pressive calculations and predictions regarding the onset of in- 
flation. 

Specific recommendations to encourage new investment include: 
abolition of the tax on capital gains; a sharp reduction in the 
normal income tax on corporations; a substantial tax on hoarded 
money; an increase in estate and inheritance taxes; and, to finance 
the present emergency, a sharp increase in the excess-profits tax 
and, if necessary, a retail sales tax. 

In this book the author has maintained the high standard set in 
his previous works. It is a lucid, penetrating, and comprehensive 
treatment of the outstanding economic problem of the day. 

In closing, this reviewer must pay a brief tribute to the preface. 
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It is the best exposition of “‘the’’ money problem which has come 
to his attention and might well be required reading for all students 
of economics, graduates and undergraduates alike. 

Duke University B. U. RatcHrorp 


Economic History of the United States. By Chester W. Wright. New 
York: McGraw-Hill Book Co., 1941. Pp. xxviii, 1120. $4.00. 
Every student of economic history has experienced the futility 

and aridity of many of the older books that treated the subject 
as a mere chronicle of past events. Teaching emphasis upon 
memorization of dates and factual sequences completely concealed 
the significance of man’s struggles to solve his real and pressing 
economic problems. Fortunately the trend of recent years has 
been for the historian to emphasize the relationship of economic 
factors to the general current of history and for the economist 
to regard the historical as an important part of his field of in- 
vestigation. It is the functional approach that dominates the 
book under review. Professor Wright defines his work as ‘‘a 
study of the production and distribution of wealth with the ob- 
jective of learning how the nation’s economic progress can be 
promoted and advanced.’” Thus the past is considered in relation 
to the greatest economic problem that has ever pressed for solu- 
tion. Such an approach breathes life into the bones of fact and 
waters the desert places in economic history. 

Ten hundred and eighty-six pages are divided into 46 chapters 
grouped into four parts: I. The Colonial Period; II. The Period 
of Wars and Economic Transition, 1764-1815; III. Westward Ex- 
pansion and the Rise of a National Economy, 1816-1860; IV. The 
End of the Westward Movement and the Growth of Capitalistic 
Industry. Although fully half the book deals with the period 
after the Civil War the author refrained from attempting to treat 
the twentieth century as a separate epoch; but this concession to 
historical perspective did not prevent the inclusion of thought- 
provoking chapters on the World War years and the recent de- 
pression. 

While the individual chapters present adequate treatments of 
separate problems and periods, the author has succeeded in keep- 
ing before the reader his main purpose—the study of the standard 
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of living of the American people. The introduction emphasizes 
the importance of tracing the effects of the employment of land, 
labor, capital and business abilityjunder a variety of circumstances 
from the primitive economy of colonial times to our present highly 
industrialized society. A preface to each part of the work stresses 
political as well as economic backgrounds and indicates the 
nature of the problems that were of importance in the period. 
Concluding chapters attempt to bring into contrast conditions in 
colonial, Civil War and present-day periods and to apply the les- 
sons of the past to the solution of the problems of the future. 

The history ends with a note of warning. ‘“‘We face a future 
in which the unusual combination of circumstances so favorable 
to the rapid economic advance of the United States and its people 
in the past cannot be expected to continue unchanged.’’ Few 
will deny that “‘it becomes most important to secure wise and 
efficient control of the economic order.’’ It is in the means to 
be employed to attain that end that critics may be inclined to 
take issue with the author. 

Reading the book one is inclined to agree with the author's 
statement that economic history ‘‘requires a far wider range of 
knowledge than any other branch of economic research.’ Pro- 
fessor Wright has succeeded in presenting a clear and realistic 
story of the economic development of the United States. Atten- 
tion is inevitably drawn to the skillful use of charts and the ex- 
cellent bibliography reducing to a minimum the use of footnotes. 
Well planned, comprehensive and accurate, Wright's Economic His- 
tory of the United States will be welcomed by student and teachers 
as one of the most readable and teachable texts of recent years. 

University of Virginia D. Crarx Hype 


A History of Economic Ideas. By Edmund Whitaker. New York: 
Longmans, Green & Co., 1940. Pp. xii, 766. $4.00. 
Professor Whitaker's work is a fresh contribution to the grow- 

ing list of histories of economic thought. In it the author places 

major emphasis upon concepts and not upon schools of thought 
or individuals, for he believes that ‘past ideas on wealth or value, 
related to the environment in which they were propounded and 
to the theories that are significant at the present, are of interest, 
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rather than the ideas of Adam Smith or the British Classical 
School per se.”’ 

This approach involves certain difficulties overcome not too 
satisfactorily in this first effort to write a full-length history of 
doctrines employing the ideological method. To mention a few, 
there is the problem of selecting topics to be developed in a vol- 
ume of this length (there are only 16 chapters); of organizing 
the material included so as to maintain separate identity of each 
topic chosen (more than once this reviewer became entangled in 
the complicated cross-reference system employed); and of de- 
termining the order of presentation (which admittedly involves 
considerable personal preference). 

The degree of success attained in this ambitious undertaking 
is no doubt high, though there will be disagreement with Pro- 
fessor Whitaker in his lack of separate treatment of such impor- 
tant subjects as public finance and taxation, the national income, 
and others, particularly in view of the approach employed. Also, 
there are grounds for objecting to the excessive weight given the 
very early history of every topic developed, and the consequent 
scanty discussions at other points, in a volume containing only 
766 pages of relatively large type. 

On the contrary there will be hearty approval of the author's 
extensive reference to institutional factors—psychological, philo- 
sophical, legal and theological—as they affect the running course 
of economic history. It is this quality which makes his treatise 
stand highest among the histories of economic doctrine, in the 
reviewer's opinion. Not less to be approved, however, is the 
great capacity of the author for an objective and deliberate ap- 
praisal of the concepts developed. Particularly inspiring is the 
utter lack of dogmatism displayed from beginning to end. 

The treatise is well adapted to courses offered in institutions 
where library facilities are limited, inasmuch as extensive use is 
made (in a pleasing manner) of excerpts from original writings 
without unduly lengthening the book. Certain student aids are 
missing, however, while others are of limited value. Review 
questions are lacking, references appear at the end of the volume 
rather than at the conclusion of each chapter, and the index is 
too general and short for effective use. On the other hand, ex- 
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cellent summaries conclude each chapter and while well docu- 
mented, the book is conspicuously lacking in cumbersome foot- 
notes. 

Professor Whitaker has done an outstanding job of judicious 
selection of quotations, and none will question the quality of his 
scholarly writing. It is no easy task to compress even the best 
of the economic philosophy of centuries into a usable volume, 
and the intent of the author was “‘not to mention every individual 
who has contributed something of importance, but to select by 
criteria of usefulness and accessibility a sufficient number of writ- 
ings to illustrate the principal developments of thought.”’ 

Washington, D. C. T. F. Haycoop 


The Second Yearbook of Research and Statistical Methodology. Edited 
by Oscar Krisen Buros. Highland Park, N. J.: Gryphon Press, 
1941. Pp. XX, 383. $5.00. 

This yearbook carries on from where the first yearbook, Research 
and Statistical Methodology Books and Reviews of 1933-1938, left off. 
The volume is a collection of excerpts of critical portions of re- 
views appearing since the first yearbook was published. The 
reviews appearing in that volume are not reprinted, but there are 
a large number of additional reviews of books that were listed 
in the first volume. The plan of the book is similar to the previous 
one, but it is much more extensive. This volume includes 1652 
excerpts of reviews of 359 books obtained from 281 journals. The 
amount of space devoted to each book is roughly proportional 
to the number of evaluative reviews that the editor was able to 
locate. As before, the arrangement of reviews is alphabetical 
according to author. Also included are indexes of authors’ names 
and book titles, a classified index of books, indexes and directories 
of periodicals and of publishers, and a classified list of cooperating 
periodicals. 

The chief concern of the editor appears to be that some text- 
book writers of statistics appear not to be abreast of current de- 
velopments in their field. By providing teachers with a ready 
method of ascertaining which of the books are deficient in this 
respect, is it hoped not only that teachers will be aided, but that 
incompetent authors will be discouraged. But it is pointed out 
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that unfortunately many of the reviewers are as ill-informed as 
the textbook writers. 

This volume should prove even more valuable than the preceding 
one in accomplishing the objects set forth by the editor. Some 
of these are: to help teachers to select texts, to improve the quality 
of books and of reviews, to help students and research workers 
keep up-to-date and to discover methodology in other fields which 
they can adopt, and to provoke thought by exposing the reader 
to critical and often conflicting statements. 

University of North Carolina Duptey J. Cowpen 


Public Policy: A Yearbook of the Graduate School of Public Administra- 
tion, Harvard University. Edited by C. J. Friedrich and Edward 
S. Mason. Brattleboro, Vt.: Vermont Printing Co., 1941. Pp. 
viii, 458. $4.00. 

The theme of the major portion of the second annual Yearbook 
of the Harvard Graduate School of Public Administration relates 
to budgetary and fiscal problems on the assumption that these 
problems are of paramount importance at the present time. Part 
II of the volume, which deals with defense problems and planning, 
seems to the reviewer much more pertinent to present-day issues, 
than do fiscal problems. 

Taking Part II first, the essay on the New Antitrust Procedure 
is a good running account of this phase of public administration 
which is not ordinarily available to the average busy adminis- 
trator. In the discussion of the Hatch Law, the changing role 
of the public servant is the theme. It is pointed out that monopoly 
today almost makes a representative of a private institution one 
of a group also. The Hatch Law is described as working some 
hardships upon public employees becoming private employees. 

In the essay on Broadcasting in War Time an appreciation of 
the major problems of control is given which should be of great 
value to any student of Public Administration. Only the bare 
framework of Administrative Planning for National Defense is 
presented. It is very doubtful to the reviewer that War Depart- 
ment experience would be very applicable to non-military plan- 
ning. 

Of the chapters in Part I dealing with budgetary and fiscal 
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problems the one on Budgetary Symbolism clearly poses the di- 
lemma as to whether the fiscal policies of the federal government 
are sound. It is alleged that under present conditions frustration 
is a more serious threat to democracy than any willful act of 
office holders. The Investment Budget—capital expenditures— 
for the government seems a foregone necessity as interest and de- 
preciation are different items from those in the operating budget. 
The Formulation of the Federal Budget is as good a description 
as the reviewer has seen, aside from ignoring state budget rela- 
tions. Deficit Finance is illogically recognized to be of a short- 
run character for somewhere between the long run becomes the 
short run. Governmental Expenditures over the decades of the 
1930's are thought to have aided the lower income groups. 
Without any doubt, well-informed public administrators will 
wish to keep acquainted with the Public Policy Yearbook. The 
theoretical nature of the first Yearbook is much improved, but with 
much resulting complexity from treating several unrelated topics. 
Kentucky Legislative Council Orza F. Traytor 


Public Utility Economics. By C. Woody Thompson and Wendell 
R. Smith. New York: McGraw-Hill Book Co., 1941. Pp. 
727. $4.50. 

The volume under review has much to recommend it in a field 
where new texts should be welcome. First and foremost, it 
brings the utility problem down to date. If it had no other vir- 
tues, the present reviewer would be grateful for the descriptive 
material presented in such chapters as those on National Regula- 
tion, Security Regulation, the Holding Company, and the Street 
Railway. Second, it makes a commendable effort to integrate 
the theory of utility rate-making into general price theory. Un- 
fortunately this effort suffers by repeated reference to a ‘‘com- 
petitive norm’’ for the firm under decreasing costs with the ap- 
parent implication that a norm of price and output might exist 
under such cost conditions (pp. 97, 272). Third, the volume has 
the pedagogical merit of a very comprehensible functional or- 
ganization under which the discussion is divided into four parts: 
Fundamentals; The Agencies of Regulation; Primary Problems of 
Regulation; and Special Problems of Regulation. Fourth, the 
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problems. 


Authority. 


table of cases. 
Vanderbilt University 


umes. Pp. xxv, 1109, xxvii. $6.00. 
































study is characterized by an institutional viewpoint which keeps 
before the reader the steadily evolving character of all utility 


The authors take the position that over the long run the best 
results in the utility field will be obtained by monopolistic pri- 
vate ownership and operation (though the area over which mo- 
nopoly is to exist is not defined) subject to thorough-going state 
and federal regulation. Although they recognize many short- 
comings of regulation in the past, they believe that this form of 
control may still be made effective if present tendencies to 
strengthen public service laws continue, if budgets of regulatory 
commissions are made commensurate with commission responsi- 
bilities, and if the judiciary will adopt a consistent principle of 
valuation. (The principle which the authors recommend is the 
cost of a substitute service because this * 
the competitive principle of pricing, and it should give a maxi- 
mum of flexibility in utility prices’’ [p. 378].) 

We believe that the most serious weakness of the study is its 
failure to deal adequately with the problem of incentives to effi- 
cient and progressive operation under private monopoly. 
cent years many have come to believe that public competition 
or the threat thereof may provide a much needed stimulus to 
superior performance by privately-owned utilities. 
dismiss this suggestion with the simple statement that “‘compe- 
tition is uneconomical. . .’’ (p. 376), but they suggest no substi- 
tute formula. For example, they find little merit in either the 
sliding scale or the Washington plan (pp. 173-176). 
regrettable that there are numerous inaccuracies as to fact in the 
discussion of public power projects and the Tennessee Valley 


.. . best approximates 


The authors 





The writing throughout is clear and the print good. Foot- 
notes are plentiful and there is a bibliography at the close of 
each chapter. The index is satisfactory, and there is a complete 


JosepH S. RANSMEIER 


An Introduction to the Social Sciences. By Robert E. Riegel and 
Others. New York: Appleton-Century Co., 1941. 
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This text represents the end product of years of experience in 
teaching a social science survey course at Dartmouth. It is planned 
for the sophomore level and is preceded by an historical review of 
Western civilization since 1750. The objective was to unify the 
course by treating current social institutions in American society 
from the standpoint of the several social sciences. In this way it 
was hoped to avoid a mere survey of the separate disciplines. 
More than one-half of the 1109 page text covers subjects generally 
included in economics, slightly less than one-third is clearly 
sociology and the remaining one-sixth comes in the domain of 
political science. 

Francis E. Merrill introduces the first volume with an excellent 
chapter on social institutions and leads on into the problem of 
social change. Robert E. Riegel then discusses the nature, struc- 
ture and financing of the modern corporation. A brief but clear 
outline of the functioning of the price mechanism with especial 
emphasis on administered prices is the contribution of Earl R. 
Sikes. A thought-provoking section on Government Control in 
Business by Elmer E. Smead follows. The difficult subjects of 
money and banking are covered in less than 100 pages. Professor 
Sikes stresses controls of the general price level. His chapter on 
foreign exchange is an unusually clear account for the beginning 
student. J. M. McDaniel deals with public finance and discusses 
the nature and trends in governmental expenditures, the problems 
of taxation and the field of public borrowing. An all too brief 
section is devoted to the consumer. Emphasis is placed on sales 
pressure and on the quality of the products by Professor Stillwell. 
Professor McDaniel ends the first volume with a discussion of 
social security and trade unionism. 

In his discussion of agriculture, at the beginning of the third 
volume, Lewis D. Stillwell does an excellent job of synthesizing 
the economic, sociological and political science approaches. In 
brief compass he has succeeded in presenting a provocative survey 
of the problems of farm life. Professor Riegel covers the fields 
of population and race. The quality and quantity of population 
in the United States, its composition, the facts and theories con- 
cerning race, and migration receive attention. Professor Merrill 
discusses the family as a social institution, its disorganization and 
reorganization. Emphasis is placed on the changes taking place 
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in the American family. The affectional rather than the parental 
functions of the family is stressed. Ralph P. Holden has succeeded 
in presenting an excellent picture of the fields of criminology and 
penology in the section on crime. And W. L. Eager is responsible 
for the discussion on government. He presents a brief analysis of 
our constitutional system, giving due stress to the administrative 
process and government by commission. The concluding section 
by Professor Smead is a realistic presentation of politics in a 
democracy. It is crowned by a fine chapter on civil liberties. 

The Dartmouth group have presented an excellent text for the 
general survey course in the social sciences. The topics are well 
selected, ably presented, and will lend themselves to lively discus- 
sion. A carefully selected bibliography adds to its value as a text. 
The reviewer would have preferred more of an historical back- 
ground to some of the discussions. An apparent typographical 
error exaggerates the number of foreign born in certain sections 
of the United States (p. 687). 

University of Arkansas AusTIN VAN DER SLICE 


Deficit Spending and the National Income. By Henry Hilgard Villard. 
New York: Farrar & Rinehart. 1941. Pp. xviii, 449. $3.50. 
For the reader who has been somewhat staggered, both by the 

volume and the complexity of the material written regarding the 

‘““Kahn-Keynes Theory,”’ about multiplier and leakages, this book 

will be very illuminating, and to some extent a time-saver. Part II 

is especially valuable as we find here a chapter on The Work of 

R. F. Kahn; another on The Controversy between Kahn and Neis- 

ser; cne on The Work of J. M. Clark; and Other Contributions to 

the Multiplier made by Keynes, Mitnitzky and Haberler. 

The latter part of the book shows the amount of deficit spending 
in the United States during the decade of the 30's and the extent 
to which it was probably effective in increasing the national 
income. Table 22, p. 326, gives the Total Net Income-Increasing 
Expenditures Compared with Various Measures of Business Ac- 
tivity by quarters for the entire decade. 

Mr. Villard is quite hospitable to the idea of deficit spending, 
both as a means of combating the depression phase of the business 
cycle, and as an antidote for secular stagnation, and by consequence, 
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he is not particularly alarmed by a secular increase in the national 
debt. In the last paragraph of his Summary and Conclusions he 
says ‘it may be that within our generation government deficits 
will cease to be looked upon as reprehensible things to be combated 
at all cost and will instead come to be depended upon as a means 
of regularizing economic activity’’ (p. 373). 

The use of deficit spending by government to smooth out the 
business cycle is familiar and easily defended. The presumption is 
that debts incurred in depression will be liquidated in prosperity 
and hence will yield no secular increase in government debt. 

When deficit spending, however, is presented as a remedy for 
secular stagnation there is great need for careful scrutiny. Deficit 
spending then becomes a continuous process entailing a secular 
rise in indebtedness. It is defended by the author on two grounds. 
First, he quotes with approval the views of Professor Alvin 
Hansen (p. 344) that the United States economy, if left to the 
automatic forces, will suffer chronic depression because: (1) we 
are approaching a matured economy; (2) we face a static if not a 
declining population; and (3) no new major industries are visible 
on the horizon, such as railroads or the automobile, to spark the 
economy. Hence, there results a shortage of private investment, 
which yields a shortage of employment and reduced national 
income. If, into this state of underinvestment, underemployment 
and reduced national income, deficit spending is sponsored by the 
government, then this spending will have “‘pump-priming”’ effects 
through a multiplier which expands production and employment, 
and adds to the national income far in excess of the deficit spend- 
ing. And, so long as the national income is increased by an 
amount greater than the deficit, the result is a net improvement 
in economic well being. 

The reviewer is not at all convinced that the economic order 
revealed symptoms of secular stagnation during the decade of the 
30's for the reasons given. Perhaps a better explanation was given 
by F. C. Mills in Prices in Recession and Recovery (pp. 440-7) and by 
H. G. Moulton in Income and Economic Progress (p. 138) where both 
advanced the idea that chronic depression in recent years was 
probably linked with the growth of monopolistic competition, 
with the result that reduced costs through improved technology 
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were no longer shared as previously with consumers in reduced 
prices. Quite definitely, the business world, (and the political 
world) has championed “‘scarcity economics’’ in an attempt to 
improve operating statements by making goods scarce and prices 
high. Such an economy must of necessity experience chronic 
depression and underemployment. 

Had competition been more effectively preserved, then improved 
technology would have led to more goods at lower prices; and 
when increased wealth and income are so shared, there is no lack 
of effective demand, and no imperative cause for fractional capacity 
or secular stagnation. More dynamic competition and less deficit 
spending may still be the wiser corrective for presumed secular 
stagnation. 

Louisiana State University H. L. McCracken 


Fiscal Policy and Business Cycles. By AlvinH. Hansen. New York: 

W. W. Norton & Co., 1941. Pp. ix, 462. $3.75. 

The volume under review is likely to prove as thought-provoking 
a point of departure in economic thinking as Quesnay’s celebrated 
tableau. \t questions the tenability of a body of doctrine which 
has held sway for many decades, and challenges the fiscal rules of 
thumb whereby legislators and editors have been guided for as 
long as one can remember. It suggests that the Western world is 
entering upon a new stage in its development, and is facing the 
need of reorienting public economic policy. This study will com- 
pel those who question its conclusions to reformulate their own, 
and it will induce those who accept its major theses to inquire into 
their full implications lest the new wine prove as heady as the old 
proved sluggish. 

Professor Hansen’s work consists of five parts: (a) analysis of 
the economic circumstances which shaped the unprecedentedly 
fatal thirties; (b) an account of old and new fiscal policies, and of 
the economic effects of changes in tax structure and budgetary 
policy; (c) treatment of the relation of fiscal policy to the full use 
of resources; (d) description of investment incentives, past and 
present; (e) examination of the economics of defense, war, and 
aftermath. An excellent review of the interrelations of the multi- 
plier and the accelerative-decelerative tendency, based upon 
Samuelson’s important work, is included in (c). 
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Fundamental to Hansen's analysis is his view that the invest- 
ment-savings situation has changed. In the past the opportunities 
for private investment were so great, and the capacity to save was 
so limited, that economists and publicists continually extolled the 
virtue and importance of saving. Whence it was urged that gov- 
ernments tax as lightly as possible, and restrict their borrowings 
to the necessary, lest the too small saving stream become even 
smaller; and it came to pass that governments were deemed good 
in proportion as they avoided direct participation in productive and 
economic processes, and that taxation and other fiscal policies 
were treated as distinct elements rather than as parts of an integral 
whole. 

Today Western economies are afflicted, not by a deficit of “‘sav- 
ings’’ but by a shortage of investment opportunities. The old 
sources of investment are drying up, and the new and potential 
sources are proving difficult to actualize. The economy is not 
exhibiting that natural and necessary expansionist tendency which, 
economists in the past reasoned, is supposed to animate unregulated 
private enterprise societies. For investment, the primum mobile, is 
no longer moving as it must, if something like full employment is 
to be maintained. 

In consequence of the triumph of stagnation over expansion, 
governmental fiscal policies must be altered. The aim of fiscal 
policy can no longer be, as in the past, the raising of moneys pain- 
lessly for the defraying of limited expenses of government; it must 
also be the maintenance of employment at as high a level as is 
consistent with the avoidance of inflation. Tax structures, budget- 
ary theory and practice, and attitudes toward debt must be unified 
and altered accordingly. Furthermore, in proportion as active 
investment policy fails to absorb savings, greater emphasis must 
be placed upon expenditures. 

Professor Hansen's analysis raises many questions which remain 
to be answered in full, and which probably will be answered in 
consequence of his explicit positing of the fundamental problem. 
What are the psychological and economic effects of debt? Does 
emphasis upon investment carry with it understress upon the hard 
facts of factor immobility and the institutional causes of immo- 
bility? To what extent is the organization of the economy re- 
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sponsible for the lack of investment opportunities and for the lack 
of an economic ¢/am? Can a government, structured and manned 
after the fashion of the present-day American government, fulfill 
the role it must play if, on Professor Hansen’s premises, we are 
to enjoy something like full employment? 

Duke University J. J. SpENGLER 


The State Fiscal Capacity of Maryland and Other Selected States. By 
V. J. Wyckoff and William Paul Walker. College Park, Mary- 
land: University of Maryland Agricultural Experiment Station, 
Bulletin No. 438, Novermber, 1940. Pp. 165-204. 

Definitely academic in approach, this 40 page bulletin gives a 
helpful analysis of what the authors call “‘fiscal capacity.’’ The 
first part of the report is a highly abbreviated examination of the 
state budget officials’ success in estimating tax revenues for 1928, 
1929, 1933, 1938, and 1939. The second part studies the relation 
between tax revenues and certain measures of economic well-being 
in Maryland as compared with selected other states. Among the 
other states are Connecticut, Massachusetts, Illinois, Ohio, Vir- 
ginia, and West Virginia classified (p. 169) as ‘‘those of similar 
taxable resources’’ or ‘‘adjoining states.’ With states exhibiting 
such variations in industrial and constitutional characteristics, the 
student will not be surprized to find marked variations. On the 
basis of statistical analysis of a variety of data the authors find 
that Maryland ‘‘has adequate tax resources and is using them with 
average results’’ (p. 201). The concluding or third part of the 
booklet embodies an analysis of certain facts bearing largely on the 
productivity of certain specific tax measures, some of which are 
not exploited in Maryland. The reviewer is unable to see the 
direct bearing of the last section—interesting and helpful as it is— 
on the principal subject of the inquiry. 

University of Kentucky James W. Martin 


The Flow of Business Funds and Consumer Purchasing Power. By Ruth 
P. Mack. New York: Columbia University Press, 1941. 
Pp. xvii, 400. $3.75. 

Dr. Mack believes that this study throws light upon the causes 
of business cycles and so does the reviewer. Excepting the last 
chapter, her study is confined to an examination of ‘‘the flow of 
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money to business and away from it over a period of time.’’ She 
wanted to find out if there was or was not a tendency for the cash 
disbursements of business over a period of time to be sufficient to 
allow the purchase of commodities offered for sale at the prices 
listed. That the consumer’s propensity to save is a pertinent 
variable in the problem is recognized but not considered at length. 

The author used the sampling method, since the task of making 
an empirical study of all businesses was not feasible. The financial 
statements of 54 large companies, producing various commodities, 
were analysed for the purpose. 

Two concepts are essential to her analysis: ‘gross retained 
income’’ and “‘net retained income.’’ The former refers to ‘‘the 
proportion of current income that business men can... elect to 
pay out or retain’’ (p. 8), after labor, materials, and other costs 
have been paid. ‘“‘Net retained income’’ is what remains after 
purchases of capital equipment, dividends, income taxes and other 
nonoperating expenses have been made. The author contends that 
increases in the ratio of net retained income to total income mean 
insufficient buying power in consumer hands, insufficient, that is, 
to buy what was produced at the prevailing prices. She discovered 
that quite conservative practices, though not altogether consistent 
ones, were followed in most businesses. This and other facts lead 
her to conclude (in the final chapter) that at least minor depressions 
are inevitable. Such a conclusion is hardly novel. Indeed, none 
of her conclusions, regarding the cause and cure of business cycles 
ate novel. But through painstaking workmanship and the selec- 
tion of good analytical concepts the author reveals the flow of 
business funds to the reader clearly. The author's sprightly style 
is a further recommendation. 

The Woman's College, F. H. Buntine 

University of North Carolina 


The Boulder Canyon Project. By Paul L. Kleinsorge. Stanford Uni- 
versity: Stanford University Press, 1941. Pp. xiv, 330. $3.50. 
Professor Kleinsorge presents a clear and interesting account of 

the historical and economic aspects of a project that is in many 

ways the most fascinating engineering feat that has been performed 
in the modern world. 
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The project includes not only the dam and associated power 
plant but also the facilities for providing water for the Imperial 
Irrigation District and is closely linked with the aqueduct and 
pumping stations which deliver water from the Colorado River to 
Los Angeles and other southern California communities. 

In view of the fact that the dam was originally and officially 
named ‘‘Hoover Dam’’ and Professor Kleinsorge could find no 
evidence that a change to ‘‘Boulder’’ had been formally and offi- 
cially made, he concluded that the legal and proper name is still 
“Hoover Dam.’’ After several proposed sites for the dam had 
been eliminated, Boulder Canyon and Black Canyon remained. 
Black Canyon was the location finally selected but an earlier tenta- 
tive decision to make Boulder Canyon the scene of operations gave 
its name to the project. 

The Boulder Canyon Project developed from the precarious situa- 
tion of the Imperial Valley. Had it not been for the desperate need 
for flood control it does not seem likely that the project would 
have been consummated until some future time. It is through the 
sale of electric power, however, that the project has been put on a 
self-liquidating basis. Since there are no sizable markets for elec- 
tricity in the vicinity of Black Canyon, the power project could 
not be developed until long-distance transmission became feasible. 

Black Canyon provided an exceptionally favorable location for 
a multiple-purpose dam to be financed by the sale of electricity. 
Hoover Dam, which rises 727 feet above bedrock, is easily the 
world’s highest dam. Its reservoir, Lake Mead, has more than 
three times the capacity of the Grand Coulee reservoir and will 
hold 50 per cent more water than can be stored behind the Fort 
Peck Dam when it is completed. The strategic location of Black 
Canyon for power purposes is evidenced by the fact that although 
the ten major dams recently constructed and now being constructed 
by TVA will cost almost exactly three times as much as Boulder, 
they will produce only 70 per cent as much electricity. Grand 
Coulee Dam, however, will contain more than three times as much 
concrete and generate almost twice as much power as Boulder. 

Since the Colorado River Basin includes parts of seven states and 
of northern Mexico the project called for cooperation between the 
federal government and the states involved. Herbert Hoover, then 
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Secretary of Commerce, served as chairman of the Colorado River 
Commission and signed an agreement with representatives of the 
seven states in November, 1921. The principal provision of the 
compact is that the upper basin states, Colorado, New Mexico, 
Utah, and Wyoming, are allowed to appropriate in perpetuity 
7,500,000 acre-feet of water each year, provided they permit a like 
amount to pass to the states of the lower basin; Arizona, Cali- 
fornia, and Nevada. 

Six state legislatures ratified the compact during 1923 but it was 
defeated in Arizona. This state refused to become a party to the 
compact until an agreement could be reached in regard to the divi- 
sion of water between Arizona and California. Thus far chis has 
not been accomplished. In 1929, Congress enacted legislation 
making it possible for six states to make the compact effective. 
Arizona took the issue to the Supreme Court which upheld the 
legislation in a decision delivered by Justice Brandeis. Thus the 
Boulder Canyon Project is a landmark from both an engineering 
and a legal point of view. 

Southwestern and Duke University Ratpx C. Hon 


Unfair Competition. By John Perry Miller. Cambridge, Mass.: 

Harvard University Press, 1941. Pp. xiii, 438. $4.00. 

The passage in recent years of the Robinson-Patman Act, 
Wheeler-Lea Act and other measures affecting competitive prac- 
tices and governmental authority over them makes a review of the 
problem of unfair competition very pertinent. Dr. Miller stresses 
particularly the role and activities of the Federal Trade Commis- 
sion. The legal approach is supplemented by comprehensive eco- 
nomic analysis within the framework of recent monopolistic com- 
petition theory. The historical development of the problem is 
reviewed, including the common law doctrine, the relationship 
of the several antitrust acts and the N.R.A. Special attention is 
given to price discrimination, tying and exclusive arrangements, 
conspiracy and coercion, resale price fixing, trade practice con- 
ference rules, and the basing point system. The mere listing of 
these subjects indicates that the coverage is more extensive than 
indicated by the title. There is also presented an analysis of the 
operation of the price system with emphasis upon such matters as: 
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costs and their relation to price; short-run price in pure competition 
and under monopolistic conditions; the effects of price control; 
effect of price policies upon allocation of economic resources; and 
price policy and the business cycle. 

The traditional approach to the problem has been legalistic and 
concerned with preserving ‘‘freedom to compete in any manner short of 
unfair or predatory practices... and... gave little attention to the 
results of various policies or market conditions’’ (98). According 
to Dr. Miller, however, “‘An effective policy with respect to 
trade practices must consider the significance of each practice in 
the general milieu in which it is pursued. To isolate and define 
a practice and to develop a rule of policy with respect to it without 
any regard to the industries and market structure is to simplify the 
problem beyond recognition.’’ Such an approach calls for more 
emphasis upon economic rather than legal analyses in attempting 
to ascertain the prevalence of unfair competition. 

The problem of establishing a more workable competition is also 
taken up. The author does not favor a pulverization of industry 
as a means of accomplishing thisend. He points out ‘“‘much might 
be done by a revision of policy with reference to corporate law, 
patents, mergers, the ownership of natural resources, and manu- 
facturers’ control of channels of distribution.’’ He also suggests 
the need for a control of the trade practices of monopolistic indus- 
tries ‘‘aimed at inducing practices which will lead to good results 
in terms of the level of employment, efficient production, the allo- 
cation of resources, the distribution of income, etc.’’ The diver- 
sion of resources from “‘excessively competitive industries’’ to the 
monopolistic industries by fixing minimum prices for the former 
and limiting their output and new investment is also viewed favor- 
ably as a means of making competition more workable. Finally, 
he concludes, “‘Basic market structures must be remodelled and 
positive types of trade practices must be prescribed.’ There would 
be much more agreement on the feasibility and desirability of the 
first few measures than on the last few. 

This book is written primarily for the economist rather than 
the layman. The style is ponderous and the method of treatment 
leads to repetitiousness in many cases. However, the teacher will 
find in this volume a useful summary of various aspects of the prob- 
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lem of unfair competition, as well as a good analysis of its economic 
implications. 
New York University Jutes BackMAN 


Industry Goes to War. Edited by Cecil E. Fraser and Stanley F. 
Steele. New York: McGraw-Hill Book Co., 1941. Pp. vii, 
123. $1.50. 

This volume is a collection of articles resulting from the interest 
of the Harvard University staff in industrial mobilization and the 
economics of national defense. It will serve a real need in furnish- 
ing authoritative material for student and citizen groups wishing 
to have a better understanding of the fundamental problems in- 
volved in integrating our industrial efforts for national defense. 

For 17 years the War Department has studied this problem of 
industrial mobilization and there has evolved the joint Army and 
Navy Industrial Mobilization Plan. This plan includes ‘‘procure- 
ment planning by the Army and Navy,”’ and the “‘control of all 
necessary economic resources in support of the national war effort.”’ 
Instruments now being developed and tested as a means of reaching 
the goal of industrial mobilization are here appraised in the light 
of actions taken in other countries. Among these the use of educa- 
tional orders, negotiated contracts, a system of priorities and other 
like measures are discussed. 

The impact of this industrial mobilization program is illustrated 
through specific industries, and attention is called to the advance 
planning which can be done by industrial management and labor. 
An appraisal of the capacity of industry to meet both the defense 
requirements and the needs of the civilian population indicates 
the probable economic dislocations which will result. Minerals 
are surveyed together with possible substitutes available to the 
United States in this effort of mobilization. 

The financing of this program requires government assistance 
and ‘‘the examination of World War experience and analysis of the 
present status of lending agencies lead to the conclusion that the 
government has at its disposal instruments far more effective in 
implementing its program than was the case in 1917.” 

The contributors to this volume have presented fundamental 
thinking on American industrial armament. They have wisely 
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avoided the use of statistical detail which will quickly lose its 
significance. The volume will add much of value to the expanding 
list of source material on this and related subjects. 

University of Tennessee T. Levron Howarp 


Balancing and Hedging an Investment Plan. By Walter Lagerquist. 
New York: Ronald Press Co., 1941. Pp. vi, 296. $3.50. 
This very timely and interesting book written primarily for the 

investor by one with long experience in dealing with practical 

investment problems is ‘‘a revision and expansion of a series of 
technical bulletins’’ prepared over a period of years for the author's 
clients. The work is not concerned with the ‘analysis or intrinsic 
value of individual securities,’’ but is “‘confined solely to an exami- 
nation of the conditions which must be taken into account in 
formulating an investment policy’’ (p. 17). It deals with the 
problems of balancing and hedging an investment plan against 
long-term changes, cyclical changes, inflation and taxation, and in 
addition presents a plan of investment which every investor and 

advisor sooner or later makes’’ (IV). 

The book consists of four parts. Part II—The Selection and Fit- 
ting of Securities into an Investment Plan—treats in the usual way 
the more important characteristics of industries, corporations, 
types of securities, and markets which are involved in working out 
an investment plan. Part I[V—Hedging the Distribution Plan— 
is an excellent technical treatment of some of the major ‘‘problems 
of conservation in the distribution of an estate.’’ In the reviewer's 
opinion, the principal contribution of the book is contained in 
Part I—The Economic Background of Investment Planning—and 
Part III— Balancing and Hedging an Investment Plan. 

Part I contains a brief survey of the more important economic, 
social and political problems involved in the formulation of invest- 
ment policy. These problems are grouped largely under (1) long- 
term changes, (2) business-cycle changes, and () inflation. After 
brief attention to several of the more recent and continuing long- 
term changes, it is argued that because of the war and its aftermath 
the investor must now give more consideration to “‘long-term eco- 
nomic changes’’ (p. 22). On the problem of hedging against 
inflation, it is pointed out that the appropriate method of hedging 
‘‘will depend both on the character of the inflation and the needs 
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of the individual investor’ (p. 63). After examining a number of 
types of investments which may be used for hedging, the author 
concludes that common stocks which possess certain character- 
istics provide the best hedge for the average investor. 

Throughout the book major emphasis is given to the important 
and difficult problem of shifting investment position (timing of 
purchases and sales and proper distribution of securities) over the 
business cycle. Despite this emphasis, the discussion of the char- 
acter of cyclical movements and methods of forecasting them are so 
extremely general and brief that one finds few specific guides for 
adjusting investment position to cyclical movements except the 
investment plan discussed below. 

In Part I1]—Hedging an Investment Plan—there is presented a 
“step-rate hedging’ plan of buying and selling securities over the 
cycle aimed at avoiding the possibility of serious loss from badly- 
timed purchase and sale of securities in a lurap. Aside from the 
brief suggestion concerning the cyclical behavior of stocks of 
different industries, the investor is offered no guides for the timing 
of purchases except what every investor knows, namely, that he 
should buy when a “‘stock is considered relatively cheap’’ rather 
than attempt to catch the bottom of the cycle. The step-rate 
sales plan is based upon the assumption that most of the common 
stocks were bought in the lower level of the business cycle. As 
the total market value of the common stocks increases in the up- 
ward movement of the cycle such that the per cent of total invest- 
ment in common stocks moves above some predetermined level 
Cin the illustration 75 per cent), sales of common stocks are made 
to reduce them to the same per cent (7o per cent) of the total they 
were before the cyclical rise. As the price of common stocks con- 
tinues to rise, successively larger percentages (10, 15, 20 per cent) 
of these holdings are liquidated with each subsequent rise in the 
per cent of total investment in common stocks above the percentage 
they were after the previous sale. Although in some cases the 
plan may not lead to complete liquidation of common stocks the 
author maintains that it is better for the investor than ‘attempting 
liquidation of the entire list of common stocks near the peak of the 
market (p. 191).’’ This suggested step-rate sales plan is not as 
simple and mechanical, however, as it appears. While the author 
fails to give sufficient emphasis to the fact, the success of the plan 
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depends heavily upon (1) the cyclical level at which common 
stocks are purchased, (2) the per cent of total investment held in 
common stocks at the upturn of the cycle, (3) the per cent of total 
investment in common stocks at which liquidation begins, (4) 
the rate of liquidation, and (5) decisions to increase the rate of 
liquidation on the basis of the market outlook. 

While the discussion of many topics is rather brief and somewhat 
general; and though the guides to investment action, except the 
step-rate hedging plan, are merely a discussion of problems in- 
volved and the factors to be considered in making an investment 
decision, this competent book should be useful to investors and 
to investment students as collateral reading for a careful and sys- 
tematic survey of the basic factors to be considered and the methods 
available for balancing and hedging an investment plan. 

University of Tennessee Paut Barnett 


Full Employment. By John H. G. Pierson. New Haven, Conn.: 

Yale University Press, 1941. Pp. ix,297. $2.50. 

As stated in the introduction (p. 9), the author has written 
this little book to “... show that the United States can have 
lasting and guaranteed full employment... if the American 
people will understand the conditions making this possible and 
will insist upon having them.’’ The author has divided his book 
into four parts, the first of which is devoted to a discussion of the 
problems of Full Employment and Optimum Allocation. The 
second part covers the Alternative Approaches to a solution of the 
problem, and part three contains a description of A Full Employ- 
ment Market Economy. The final part of the book contains the 
author's conclusions, being devoted to a discussion of Ends and 
Means. 

In the reviewer's opinion something like full employment might 
be secured by merely putting every one to work regardless of the 
social desirability of the goods they produce or the services they 
render. The author has not made a suggestion so blunt as this, 
but he has stated (p. 60) that “* . . . full employment may involve 
any conceivable degree of efficiency or inefficiency in the utiliza- 
tion of human energy.’ In addition, in dealing with the prob- 
lems of optimum allocation and full employment the author has 
given the following (pp. 44-45) as the main reasons why full em- 
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ployment should be considered the primary problem: (4) “‘It 
would seem difficult for any one acquainted with actual conditions 
in the United States to doubt that as a nation we are losing more 
from unemployment than from errors in the way we use the ener- 
gies that are employed... .°’ and ((2) “ . . . when we compare 
full employment and optimum allocation from the standpoint of 
the relative precision or measurability of the concepts in question 
.. . full employment is by all odds the simpler and more definite 
concept of the two, subject to much the smaller amount of dis- 
agreement so far as its practical identification is concerned.”’ 

In the reviewer's opinion the first of these reasons is a mere as- 
sertion or unverified hypothesis and the second is partially valid 
only if one is willing to agree with the author's statement (p. 60) 
quoted above. The reviewer further questions this second reason, 
on the basis of the author's statement (pp. 33-34) that full em- 
ployment is “‘ . . . a condition in which only a small amount of 
frictional unemployment is to be found—the actual quantity, 
however, being determined by democratic processes.’’ The re- 
viewer takes the position that the amount of unemployment is 
highly indeterminate, that the terms “‘full employment’ and 
“optimum allocation’’ cannot be defined in a measurable and pre- 
cise manner, and that the former is, in certain respects, a function of 
the latter. 

The author has included some unduly long sentences in this 
book and, in the reviewer's opinion, these tend to render the read- 
ing of certain passages unnecessarily painful. However, the 
inclusion of concise summaries at the end of each chapter, together 
with summary restatements at many vital points, has enabled the 
author to present an exceptionally well-woven, interesting, and 
stimulating series of discussions. Many chapters of this book 
contain material that will be of interest and value to those in- 
terested in economic planning. 

Southwestern Louisiana Institute WituaM J. Pxittips, Jr. 


Principles of Economics. By Ralph H. Blodgett. New York: 
Farrar & Rinehart, 1941. Pp. xviii, 634. $3.50. 
Professor Blodgett finds that the justification for another text 
in the principles of economics lies in the continuing difficulty of 
students to master the subject. The present book represents the 
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type of compromise between thoroughness and simplicity which 
has proved most satisfactory in his own teaching. He has at- 
tempted to resolve the problem of combining theory and practice 
by not permitting the theoretical and descriptive material to be- 
come too closely interwoven. The hypotheses of an ideal the- 
oretical system are stated but are not presented as characteristic 
of our actual economic life in the United States. 

Although Professor Blodgett suggests that the order of topics 
and chapters in the book is somewhat unusual, precedent may be 
found for a similar arrangement in other volumes of principles. 
The main divisions are: The Nature of Economics and Economic 
Systems; Production; Value and Price; Distribution; Money, Credit 
and Banking; Foreign Exchange and International Trade; Price 
Levels and the Business Cycle. There is much to be said in favor 
of the treatment of distribution immediately after the analysis of 
value and price. 

The effective presentation to students of the subject of value has 
always been a source of difficulty to teachers of economics. This 
problem has in no wise been diminished with the special emphasis 
now usually given to monopolistic competition. It is particularly 
noteworthy that the organization of the section on value in Pro- 
fessor Blodgett’s book is based on his experience as a teacher. For 
several years, he states, “‘I would run through the whole of com- 
petitive price determination in all periods of time, then all the 
way through the determination of monopoly prices, and finally 
into price determination under monopolistic competition.’ This 
plan was not found to be successful. Hence in the present volume 
emphasis is placed on time analysis rather than on conditions of 
the market. Thus short-run, intermediate and long-run prices 
are considered in turn in all three market conditions—competition, 
monopoly and monopolistic competition. Certain modifications 
in terminology have been made, as for example, in the replacement 
of the Law of Supply and Demand by the Law of Short-Run 
Competitive Price, and the change of Fixed Supply to Perishable 
Fixed Stock. 

The business cycle which has come to hold a central place in the 
mind of many economists is not, in the view of the author, the 
“heart of economics.’’ Consequently, in the chapter on interest, 
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the approach is that of a long-run analysis which does not involve 
such factors as the business cycle, fluctuations in the price level, 
or the “‘liquidity preference’ doctrine of Mr. Keynes. The book 
is well written, closely reasoned and is enlivened with apt com- 
parison and keen illustration. At the end of each chapter there 
is a splended list of questions and problems. 

University of Virginia Treton R. SNAvELY 


Southern Industry and Regional Development. By Harriet L. Herring. 
Chapel Hill: University of North Carolina Press, 1940. Pp. 
xiii, 103. $1.00. 

As an analysis of what the southern states have and require in 
manufacturing industries this is an invaluable study. The prin- 
ciple of ‘‘optimum production’’ on which it proceeds was given 
general formulation in Professor Howard W. Odum’s Southern 
Regions of the United States, and Dr. Odum discusses it further in a 
Foreword to this volume. Miss Herring applies the principle to 
manufactures, outlining three subprinciples as the basis for her 
analysis (p. 5): (2) “A state or region should manufacture for the 
national market those goods for which it is peculiarly suited 
because of climate, of natural and agricultural resources, and of 
skills."” (2) *‘A state or region should manufacture for its own 
use goods for the production of which it has sufficient resources 
and skills.’’ () Also, ‘‘a state or region should develop, at 
least for its own use, the manufacture of those goods for which it 
could economically and profitably produce the raw materials and 
develop its potential skills.’’ These subprinciples determine the 
categories into which the author’s treatment falls. Statistical 
data, comprising the bulk of the volume, are drawn from the 
Biennial Census of Manufactures. 

The eleven southeastern states have 21.5 per cent of the nation’s 
population. Miss Herring counts an industry as manufacturing 
for the national market when more than that proportion of its 
wage earners is located in the Southeast. Such industries she 
places in her Group I. There are 44 of these industries all told, 
all of them based directly or indirectly on some crop or natural 
resource peculiar to the Southeast, or found more plentifully 
there than elsewhere. In respect to these industries the region is 
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fulfilling the first rule for optimum production in relation to its 
special products and natural resources. It is striking to note, 
however, that for the most part these 44 are low wage, low value- 
creating industries, and many are stationery or declining. They 
do not bring industrial balance. Hence, the Southeast should 
encourage industries of the types in Groups II and III. 

Group II industries manufacture largely for the region. Some 
39 are analyzed in detail. For these the Southeast has the re- 
sources, plus a certain amount of experience and skill. It should 
have more of these in order more nearly to balance production. 
Similarly, it should develop its Group III industries, especially 
because they would help balance the region's agricultural economy. 
These are often small, local enterprises, using agricultural products, 
whose requirements for technical and skilled workers could be 
met readily. This group of industries the author would like to 
see encouraged, at least to the point of supplying the region’s 
own needs. The above points from the analysis indicate its scope. 

The reader is very much stimulated by Miss Herring’s admirable 
material until he begins to ponder how her suggestive proposals 
for balancing the southeru economy are likely to be carried out. 
Something akin to genuine planning, federal and regional, would 
be necessary to realize the “‘optimum production”’ program. As 
Miss Herring points out, ““The solution will not just grow.’’ She 
suggests that a search is going on for “‘realistic planning.’’ But 
is she not oversanguine when she says that “‘the planning move- 
ment has grown until it encompasses well-nigh the whole of our 
society’’ (pp. 4-5)? In the South, she states, planning boards 
“are acutely interested in industrial development and a better 
balance between agriculture and manufactures.’’ It would be 
valuable if some future study gave us a comprehensive picture of 
the constitution and work of these southern planning boards. In 
no wise are these remarks meant to detract from the contribution 
of Miss Herring's excellent data. The research scholar would 
indeed be limited if he should confine his contemporary investiga- 
tions to such projects as are likely immediately to be applied. 

Institute of Labor Studies, 

Northampton, Mass. KatHarine Du Pre Lumpkin 
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The Geographic Basis of American Economic Life. By Harold Hull 
McCarty. New York: Harper & Brothers, 1940. Pp. xxiii, 
7o2r. $3.75. 

The book, designed for freshman courses in economic geography, 
gives a regional analysis of the economic development of United 
States and a comprehensive and up-to-the-minute appraisal of the 
nation’s resources and industries. The nation is divided into ten 
major regions each of which is characterized by a distinct type of 
economic development. Each region is described in terms of the 
natural and human factors that have been most influential in its 
development. 

The order of the book is to describe for each region, first, the 
natural features—location, surface, features and climate; second, 
the types of development associated with that region such as 
mining and quarrying, forestries, fisheries and agriculture; and 
third, the cities, manufacture and trade. The book contains 
approximately 100 maps and charts, questions and exercises, anno- 
tated bibliography and glossary of terms. 

The approach is one of geography and ecology; the method is 
that of geology but the concepts are those of economics. The 
fundamental purpose of economic geography is regarded as the 
explanation of the differences in economic development which 
occur among the various areas. The first problem is that of classi- 
fying, measuring and delineating the measurable features of eco- 
nomic development. The second problem is that of ascertaining 
the factors which cause different types of development to occupy 
different areas. The emphasis is primarily on production and ex- 
change and only incidentally on distribution and consumption. 

The location question is first attacked by discovering the types 
of productive activity which select their location in order to be 
near other types and those which locate independently. The 
main problem is to explain the latter because their existence in an 
area largely explains the location of the former types. In other 
words, it is a matter of explaining the location of the key indus- 
tries to explain that of the rest. 

The chief factors involved in explaining the location of key 
industries are (1) natural factors—soil, climate, topography, 
minerals, forestry and game, (2) human factors—the culture and 
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history of man, (3) technology, (4) social control devices, ard 
(5) the general aspects of the economic system. 

The commendable features of the book include the author’s 
excellent appreciation of economics and geography and their 
interaction, the fine handling of manufacturing, the thorough con- 
sideration of cities, the adequate emphasis on certain locational 
factors as freight rates, etc., and the stress placed upon the institu- 
tional nature of economic life. 

Louisiana State University Ervin K. ZINGLER 


Economic Geography, A Regional Survey. By R. H. Whitbeck and 
V. C. Finch. Fourth Edition. New York: McGraw-Hill 
Book Co., 1941. Pp. xii, 647. $3.50. 

Long an old standby in the field of economic geography this 
text has set the pace for a regional approach to the subject. The 
recent edition br’ngs the material up to date, taking cognizance 
of chaotic world conditions as far as possible upon the thesis that 
war influences, but hardly changes, the inherent capacities of the 
various regions of the world to produce. 

Although the text is essentially regional, individual topics merit 
treatment in many instances. The authors accomplish this by 
dividing the world into regions (countries, or groups of countries, 
in most cases) and then giving attention to various types of pro- 
duction and activities within these broad limits. Approximately 
one-half of the book is devoted to the United States and Canada 
as Anglo-America, and the topical method is employed in dis- 
cussing this huge region. One chapter deals with grain and forage 
crops, another with fuel and power, and so on to include the sphere 
of man’s economic activities in these two countries. 

The book stresses regional contrasts which bring to the fore those 
geographic influences largely responsible for molding the economy 
of any given region. Such areal characterizations must freely 
make use of relief, climate, natural vegetation and other funda- 
mental factors of the geographic environment to show their actual 
or potential adaptation for human utilization. Chapters dealing 
directly with the physical environment, however, are lacking for 
it is assumed that the student is familiar with basic geographic 
factors if not with their effect on economic activity. 

Illustrative material consists of 315 figures, including well- 
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chosen maps, graphs and pictures. In general the illustrations 
are appealing in their simplicity and clarity. Multiple-purpose 
maps and graphs for the most part are lacking. 

University of Alabama G. Erzet Pearcy 


History of American Business Leaders; Vol. I. By Fritz Redlich. 
Ann Arbor, Mich.: Edwards Brothers, 1940. Pp. viii, 185. 
Paper covers. 

This publication is difficult to read and to review. Since it is 
offered by the author as one of a series, the reviewer hesitates to 
be too dogmatic in expressing his opinions. The first third of the 
book conveys an extremely unfavorable impression, but this is 
modified somewhat by the remaining pages. Since no explana- 
tion is given regarding future additions to the series, it is difficult 
to evaluate the first release relative to the title. 

As far as this volume is concerned, its title is misleading, al- 
though the subtitles found on the inside pages give some clue to 
its contents. Since the book is written by a German who came to 
this country in 1936, allowance should probably be made for what 
appears to the reviewer to be a pro-German bias in unfair com- 
parisons between German and American, English, and other coun- 
tries’ contributions to modern industrialism. A large part of the 
discussion is economic history rather than biography, with a the- 
oretical slant on topics and persons discussed. 

Examples of unscientific treatment, careless selection of sources 
and poor editing are easy to find. Theoretical writers in addition 
to Veblen are generously used where factual reports like those of 
Taussig and Joslyn' would seem to be more appropriate for a 
history. 

Admitting that the publication may have some merit as a refer- 
ence book for dates, names and quotations, the reviewer prefers to 
reserve any favorable comment until further releases of the series 
have been examined. 

University of Arkansas Pgarce C. Keiiey 


Economic History of Europe. By S. B. Clough and C. W. Cole. 
Boston: Heath & Co., 1941. Pp. xx, 841. $4.00. 
This text differs from the ordinary economic history of Europe 


1 American Business Leaders. 














428 BOOK REVIEWS 


in at least three significant respects, namely, the emphasis on 
Capitalism in its various ramifications, the attention paid to eco- 
nomic theories and the space devoted to colonial expansion. The 
teacher of economic history may regard these departures with dis- 
favor. He may even suggest that the title of the book be changed 
to ““The Evolution of Capitalism.’’ He is likely to regard the 
emphasis on economic theory as too marked for an introductory 
text. The teacher may also question the rather extensive treat- 
ment accorded to colonial expansion. The attitude of the authors, 
however, is probably justified if the reader accepts their definition 
of economic history, namely, ‘‘a thread which in the maze of his- 
torical events, leads the student to those of most enduring sig- 
nificance.”’ 

The emphasis resulting from that viewpoint of economic history 
may prevent the learner from seeing conditions in individual coun- 
tries and from obtaining a clear view of the economic development 
of those countries. Here and there in the text wrong impressions 
are conveyed to the reader by sweeping statements, due at times to 
hurried proofreading. Such may be the case from statements on 
PP- 34, 67, 245, 393» 447> 535» 564, 690, and 753. An analytical 
index and the use of some graphs would improve the book. The 
use of the same money unit in all tables, notably the lengthy table 
on p. 614, would also prove helpful to the student. 

This text has numerous tables, 18 plates of good illustrations, 
and 15 excellent maps. The book is well organized and well writ- 
ten. Its 24 chapters fall under three divisions: The Medieval 
Era, 600-1500; Early Modern Times, 1500-1776; and Modern Times 
Since 1776. The material preceding 1776 was written by C. W. 
Cole; the remainder by S$. B. Clough. Part III is divided into three 
phases: 1776-1850, 1850-1914, and Since 1914. Two or three illus- 
trations of good or emphatic phraseology may be given in closing 
the review of this good text. On p. 217 Dr. Cole observed: ‘The 
town of Potosi, a roaring, drunken, mining camp filled with crime, 
vice, gambling, and violence....*’ On p. 283 he commented: 
‘Law and his bank were always engaged not only in high finance 
but also in low politics.’" On p. 415 Dr. Clough remarked: 
“Women might whirl their spinning wheels at a buzzing rate, 
men might weave with vim and vigor, and horses might plod 
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wearily on in treadmills to turn windlasses but they could not 
furnish the power necessary to run heavy machines.’ 


University of Kentucky Watter W. JENNINGS 


Land Tenure Policies at Home and Abroad. By Henry William 
Spiegel. Chapel Hill: University of North Carolina Press, 
1941. Pp. xii, 171. $3.00. 

For the past several decades the problems of land tenure and farm 
tenancy in particular have increasingly engaged the attention of 
agricultural economists and rural sociologists. Notable among 
the leaders in this respect have been Henry C. Taylor, who devoted 
seven chapters of his pioneer text in agricultural economics to a 
penetrating analysis of the situation in the United States and in 
England; Charles J. Galpin, who around 1920 carried out the 
first real nation-wide field investigation of the matter, resulting 
in such disturbing findings for that time that it never quite reached 
publication; Lewis C. Gray, who as a Southerner with an intimate 
first-hand knowledge of the direness of tenancy problems in this 
region and as head of land economics in the Bureau of Agricultural 
Economics, gave finely objective point to the investigations of the 
subject, greatly influencing national policy in this regard; and 
the late E. C. Branson, of the School of Rural Social Economics, 
University of North Carolina, the productive results of whose 
writings, researches, and speeches all over the South it would be 
impossible to overestimate. These pioneers, and the many who 
took up the cudgels with and following them developed a national 
sentiment which has led to the Bankhead-Jones Farm Tenant Act, 
the Farm Security Administration, and has had definite bearings 
on soil conservation and other policies relating to a better balanced 
rural economy. 

Naturally, a large body of literature has come about—govern- 
ment reports, Congressional hearings, experiment station bulletins, 
technical volumes, and popular fiction. As a result, we now 
know much more about farm tenancy than ever before, but by no 
means all needed to be known. In spite of this plethora of litera- 
ture, Spiegel’s Land Tenure Policies at Home and Abroad makes a 
definite contribution along two particular lines: (1) the legal 
backgrounds of land tenure; and (2) its presentation of the Euro- 
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pean point of view concerning the problem. The author was 
trained as a doctor of jurisprudence at the University of Heidel 
berg, and in agricultural economics at the University of Wisconsin. 
At the present time he is assistant professor of economics at Du- 
quesne University in Pittsburgh. 

The major topical headings give a comprehensive picture of the 
scope of the volume: Foundations of Land Tenure Policy; The 
Legal Backgrounds of Land Tenure in the United States; Facts and 
Factors in European and American Land Tenure; Farm Tenancy 
Policy; English Land Tenure Policy; and Land Tenure under the 
Swastika. There is also an excellent bibliography which is par- 
ticularly valuable for the foreign titles listed. 

The author displays the diligence and thoroughness so often 
characteristic of the European scholar, and in the process brings 
his legal training significantly to bear on the development of the 
present land tenure situation in the United States. He discusses 
the economic foundations of farm tenancy, in this connection 
stating that Pigou “‘is virtually the only economic theorist of 
repute who had ever attempted to vindicate farm tenancy policies 
on the basis of strictly economic reasoning.’’ It is pointed out 
that there is a striking difference in the social esteem in which 
tenancy is held in the United States and in Europe. In this coun- 
try, it is viewed generally as a social disease; while ‘‘in many 
European countries, farm tenancy has been the pacemaker of 
agricultural progress and is regarded as a sound and necessary 
component of the tenure system.” It is this difference in point 
of view, the various factual data presented on the Old World 
situation, and the analysis of the comparative ways of approaching 
the matter in the two parts of the world that make this volume 
unique in its totality. While not flawless in detail with regard 
to the American scene, it is well worth the careful reading of the 
economist who would broaden his perspective on one of today’s 
most important problems in land economics. 


University of Virginia Witson GEE 


Farm Ownership, Tenancy, and Land Use in a Nebraska Community. 
By Robert Diller. Chicago: University of Chicago Press. 
Pp. vii, 192. $2.00. 
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Here is a refreshingly unorthodox monograph on modern tend- 
encies in land tenure. The author, a student of law at the 
Chicago Law School asserts that the recent increase in tenancy 
does not stem, as commonly supposed, from growing instability 
of land ownership; rather, the reverse is true. In the community 
studied, tenancy certainly has risen considerably between 1910 and 
1938, but the greater part of the land is now being held by the same 
families as those of the earlier date. That these two tendencies are 
functionally related is evidenced by the reverse picture presented 
by the period between the first settlement (ca. 1870) and World 
War I, when land changed hands rather frequently and little was 
leased. The reasons are not far to seek. The older period was 
one of quick profits from farming due to low costs, a favorable 
weather cycle, expanding markets for corn and wheat. ‘‘Up to 
I910...a man could expect to pay for a farm in ten years at 
most... At no time in the last 25 or 30 years has the old aus- 
picious relationship of values, weather, yields, and profits been 
re-established. Farmers ... who used to be eager and able to 
purchase land when it was relatively a quick and easy affair, . . . 
have become, more and more, tenants rather than landowners”’ 
(p. 46). The result is, that ownership of land rests now predom- 
inantly with old men, women of all ages and undivided estates, 
while the active farmer-tenants consist mostly of young and 
middle-aged men. A further result is that there is no sharp social 
or economic distinction between owner and tenant; they are ‘‘in 
a sense, joint venturers,’’ often belonging to the same family. 
The Diller tenants ‘‘need not, ...and do not worry about in- 
security of tenure.’’ In short, the high proportion of leased land 
‘is a normal result of the development of stable tenure of the fee,”’ 
and a sign of ‘‘the economic maturing of the community.”’ 

These contentions are heavily and ably documented throughout 
the text and in special appendices. Thus the study is certainly a 
welcome and thought-provoking contribution to the baffling 
problems of modern land tenure. Its weakness seems to lie, 
however, in the often sweeping conclusions and criticisms the 
author draws from his findings. His study includes, after all, 
not more than 300 farms, i.e., ‘‘a collection of families that has 
long been identified with the village of Diller’’ and is closely 
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knitted together by marriage and blood. We wonder, therefore, 
whether the almost patriarchical picture which the author draws 
of his native community is indeed ‘‘fairly typical of the prairie 
part of the Middle West."’ Many would wish it were. 


University of Virginia Rupo.tr Freunp 


Accounting Principles and Practices. By Henry Rand Hatfield, 
Thomas Henry Sanders and Norman Lee Burton. New York: 
Ginn & Co. Pp. 593. $3.75. 

This is a worthy addition to the long list of accounting texts for 
beginning students. It presents no striking departure from the 
so-called balance sheet approach in its order of presentation of 
materials. Fundamental accounting processes are covered in the 
first 12 chapters. The next two chapters deal with the Voucher 
System and Business Papers and following this are chapters on 
Partnership Accounts and Corporation Accounts and on special 
problems relative to statement form, content, and analysis. A 
convenient division for a two-semester course may thus be made 
after Chapter 14. 

The book is a scholarly presentation of accounting fundamentals 
with emphasis on principles rather than procedures or technique. 
In the words of the authors it emphasizes ‘“‘what the accountant 
is trying to do, and the reasons for so doing, rather than the de- 
tailed rules for recording individual items.’’ This may appear 
somewhat overdone in the relative simplicity and minimum quan- 
tity of illustrative materials, and in the failure to present textual 
material on the recording of transactions involving negotiable 
instruments. The discussion is clear-cut and easily understood. 

By utilizing the latest discussions and experiences the authors 
seek to meet the demand of recent years for clearer definition of the 
best accounting practices, and for their more general adoption. 
In this connection they discuss alternative methods of handling 
unamortized discount on bonds retired before maturity, and the 
disposition of unusual gains or losses through Profit and Loss or 
direct to Surplus. A complete chapter is given over to Published 
Reports of Corporations, with particular reference to narrative and 
graphic content. 

Following the 450 pages of text matter, divided into 25 chapters, 
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there are 142 pages of laboratory problems and practice sets which 
provide adequate practice materials for use either with the student 
who takes only a one-year course in accounting as part of a general 
education, or with the one who is beginning what he expects to 
be a series of courses in the subject. 

The publishers present the materials with sizes and styles of 
type which are well chosen and clearly printed. The pages are 
of good appearance and easily read. 


University of Kentucky Rosert D. Haun 


Elements of Accounting. By Raymond W. Coleman. New York: 

McGraw-Hill Book Co., 1941. Pp. xi,294. $3.00. 

Professor Coleman has here undertaken to fill a very pressing 
and ever-increasing need for a condensed treatment of accounting 
principles and procedures to be used as a text for a course shorter 
than one year. This need arises from the demand for some inter- 
pretative knowledge of accounting by students in technical fields 
and from the increasing pressure for time in the various curricula. 

With the vast amount of material to be covered in the course 
normally, such a condensed treatment must either eliminate some 
part of the material or condense the treatment of each part. The 
first alternative is undesirable unless the text material is selected 
to meet the needs of a particular course in a particular institution. 

Professor Coleman has chosen the second and perhaps better 
plan. He has included all of the traditional subject matter and 
treated it in a less exhaustive manner. He very appropriately 
begins with the basic accounting equation, develops the basic 
statements, evolves and explains the accounting cycle, (including 
the year-end work centered around the work sheet) and indicates 
the need for and methods of subdividing the ledger and journal. 
He includes a discussion of the problems of valuation and the 
special problems of the partnership and the corporation. He 
unfolds and explains all of this material rapidly and logically with 
adequate illustrations. Following this is a two-chapter discussion 
of cost accounting in which he gives a running picture of the basic 
cost accounting procedures. The final two chapters discuss 
‘statement analysis’, including the various analysis ratios and 
their uses. There are 50-odd pages of good illustrative practice 
problems in the back of the book. 
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All in all, Professor Coleman has successfully condensed the 
details of his discussion with a minimum loss of lucidity and 
continuity. He has done a difficult job well. 

North Caroline State College, C. B. SHuLENBERGER 

University of North Carolina 


Cash Benefits Under Voluntary Disability Insurance In The United 
States. By Elizabeth L. Otey. Washington, D. C.: U. S. 
Government Printing Office, 1941. Pp. vi, 117. Paper covers. 
15 cents. 

Teachers of life insurance and casualty insurance who find the 
available textbooks in those fields somewhat less than adequate in 
their treatment of the sickness, accident and permanent disability 
aspects of ordinary life, industrial, group, fraternal, cooperative 
and casualty insurance, will find that the meticulous scholarship 
and concise but readable language of this survey of the recent 
literature and statistics of the extent, costs, benefits, problems and 
shortcomings of the various forms of voluntary disability in- 
surance in the United States make it almost required reading. 

Of special interest to teachers of social insurance are some of the 
inescapable conclusions of this study: 

(2) Voluntary disability insurance has had an undisputed field 
in the United States, and with surprisingly meager results. The 
cash benefits from that insurance represent less than 5 per cent of 
the nation’s costs and losses from sickness, accidents and disable- 
ment. Only a small fraction of the working masses who are most 
in need of protection against the economic effects of nonoccupa- 
tional disability have such insurance. 

(2) For the great majority of those that do have the benefit of 
some insurance, the protection is fragmentary and inadequate. 
And it is extremely unequal in the character and extent of its 
benefits. Wage earners who particularly need protection because 
of their high morbidity pay more for it than other classes of the 
population; similarly of negroes, women, etc. 

(3) The history and experience, both of commercial and of 
cooperative insurance in the United States and of social insurance 
abroad, indicate that the risk of disability is not suited to volun- 
tary, private insurance and that compulsory, social insurance 
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‘‘would seem to be’’ the only means of adequately protecting the 
individual and society at reasonable cost. 


Chapel Hill, N. C. Harvey Lesrun 


Property Insurance. Vol. Il. By John H. Magee. Chicago: 

Richard D. Irwin, Inc. Pp. xv, 800. $4.00. 

Of the same comprehensive character as the author's General 
Insurance (1936) and Life Insurance (1939), is this latest addition to 
insurance teaching materials. Although it is an outgrowth, in 
part, of his own teaching and, in part, of his practical experience 
in directing an agency that deals in pretty closely related lines of 
insurance, the contents of the book go beyond the requirements 
alike of students and of workers in the field of property insurance, 
and include a chapter on Employers’ Liability And Workmen's 
Compensation Insurance. This, on the somewhat far-fetched 
reasoning that a business operation is a form of property and that 
these coverages are essential to the proper maintenance and pro- 
tection of such property. 

On the same reasoning, life insurance that is taken out for strictly 
business purposes—to protect one’s credit, or one’s interest in a 
partnership or in a “‘key man”’ in a corporation, or one’s mortgage, 
or installment sales, or to protect one’s estate against the possible 
ravages of the tax collectors, bill collectors, etc.,—would be an 
equally appropriate subject for textbooks on property insurance. 
On that basis, all distinction between personal and property 
insurance would be obliterated. For all property belongs to 
persons of some sort, and all insurable risks of persons can be 
stated in the form of property values. 

Much more in line with actual practice and teaching require- 
ments would have been a section on the newest form of property 
insurance in America: property life insurance—which “‘guarantees 
the preservation, renewal and reproduction of capital, placing 
liquid funds at the disposal of the insured property owner for 
extensive alterations, modernization and general improvement, 
and insuring the death of the property whenever it occurs [with 
the result that] permanent safeguard and stability are established 
for capital goods.’’! 


1 Richard T. Ely, in Foreword to Hans Heymann’s Property Life Insurance. 
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However, since this useful 800 page book undoubtedly costs 
no more than it would if it did not have these 40 pages of excess 
content and weight, one perhaps should not find too much fault 
with its superabundance of riches. Discriminating problems 
and searching questions for review at the end of each chapter add 
to the usefulness of the text. The ‘‘Selected References’’ on the 
various topics, however, would be considerably more useful if 
they were selected with a view to more detailed or more advanced 
study, rather than to indiscriminate bibliographical comprehen- 
siveness, and if they contained specific citations to the relevant 
chapters and page numbers. 

Despite these minor defects, this work is a considerable advance 
over the previously available textbooks on property insurance, 
both in scholarliness and in readability as well as in the compre- 
hensiveness of its treatment of the various insurance lines that it 
deals with and—what is more important—of the general considera- 
tions that apply to all or most lines of property insurance. 


Chapel Hill, N. C. Harvey Lesrun 
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STATE REPORTS 
ALABAMA 


Industrial activity in Alabama as reflected by the composite 
index prepared by the Bureau of Business Research of the Univer- 
sity of Alabama showed a slight decline in September from the 
level of August and a rather decided decline from the position . 
in July. This tendency to decline from the high levels of the 
summer is larely a reflection of the influence of coal in which 
a very decided decrease took place. The decrease reflected in the 
Alabama index is contrary to the tendency followed by the index 
of the Federal Reserve Board for industrial production in the 
United States. 

* * * * 


A number of rather interesting developments have taken place 
in Alabama during the late summer and fall of 1941. Some of 
these happenings which may be of interest to students of different 
lines of economic activity may be summarized. 

The dairy industry of Alabama has been operating under a milk 
control law which sets up the state board with authority to set 
minimum and maximum prices. To date the price-fixing ac- 
tivities of the board have had to do with the fixing of minimum 
prices. With increasing costs, milk distributors have been asking 
for increased prices. These requests precipitated a crisis when 
the Governor of the state asked the milk board to postpone ac- 
tion until cost studies could be made to indicate whether increased 
minimum prices were justified. The board resigned and after a 
number of conferences with a special advisory committee, the 
Governor appointed a new milk board on October 28. 

The establishment of new plants and the expansion of old plants, 
particularly those connected with defense, have been develop- 
ments of major importance in the state. At the meeting of the 
Alabama State Chamber of Commerce October 9, the president 
of that organization stated that approximately one-fourth of a 
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billion dollars of new capital has been invested in Alabama in- 
dustry during the past 12 months; of this approximately one- 
half was from private and one-half from governmental sources. 
The most important developments have centered around the es- 
tablishment of various types of ordinance plants in northern Ala- 
bama, the building of an aluminum industry in the Muscle Shoals 
District and the development of ship building in Mobile. 

As has been the case in the country as a whole, strikes and labor 
trouble have had a decided effect on economic activity. Since so 
much of the industrial structure of Alabama is centered around 
iron and steel and that industry is in turn dependent upon coal 
and coke, the labor problems of the coal industry, both in the 
captive and independent mines, have a very direct effect upon 
the state. In addition to these the Tennessee Coal, Iron and Rail- 
road Company had a short strike in its steel mills which was 
brought to a close on September 29. Also the Alabama Dry Docks 
and Ship Building Company, the largest of the Mobile ship build- 
ing establishments, was seriously hampered in its operation during 
October by labor troubles. 


* * kK 


From the point of view of government finance, interest is cen- 
tered largely upon the accumulating surplus in the state treasury 
and the insistent demands of those interested in public education 
that a special session be called to appropriate the surplus accumu- 
lating in the Educational Trust Fund to provide relief to the pub- 
lic school system. 


University of Alabama H. H. CuapMan 


KENTUCKY 


Kentuckians adopted two amendments to their 51-year-old con- 
stitution at the November election. One permits any county that 
wishes to do so to buy and use voting machines at primary and 
general elections. The second authorizes distribution of not to 
exceed 10 per cent of the common school fund on other than a 
per pupil basis. It is the hope of the administration that the 
extfa assistance to poor counties made possible by this law may 
be obtained without an actual reduction of the present per capita 
amount to richer counties. 
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The law providing for escheat to the state of “‘dead’’ bank 
accounts has been ruled valid by one circuit court and invalid 
by another. The first case has been appealed to the state’s highest 
court. 

* * * * 

‘“Meetings where most of the research is done into the quality 
of the liquor’’ is the way the Attorney General has designated 
conventions attended by state officials. The attack which his 
office has made upon out-of-state travel has led the Commissioner 
of Finance to refuse all such travel allowances until the Court of 
Appeals shall have ruled upon their legality. 


* * * * 


The Franklin Circuit Court recently held that salaries and com- 
missions the state pays for professional services are exempt from 
the constitutional limit of $5,000 a year. The court held that the 
limitation applied only to public officers. This long-drawn-out 
case appears at last to be due to receive a Court of Appeals test 
strictly upon its merits. If the court follows its own precedent, 
the lower court will be overruled. All salaries in excess of $5,000 
have been held to that limit by the Commissioner of Finance on 
advice of the Attorney General pending a court test. (The Con- 
stitution excepts the Governor.) 


* * * * 


The 1940 Kentucky liquor and wine ‘‘fair trade’’ act was re- 
cently held, for the second time, to be unconstitutional by the 
same circuit court. Under the act, wholesale dealers were re- 
quired to mark up their sales prices to retailers at least 15 per 
cent above cost, and retailers, in turn, to add at least 333 per 
cent more in selling to consumers. The first mark-up applied 
after federal and the second after state taxes were added to cost 
of the liquor. For administrative purposes the Department of 
Revenue has licensed only slightly in excess of 30 wholesalers. 
This group enjoys a monopoly on all legal liquor sales, the 
profits of which will be further increased by the recent $1 increase 
in the federal whiskey tax. No better illustration could be de- 
sired of the pyramiding effect of taxes. 

The federal withdrawal tax is $4.00 a gallon, and the state 
levies a 5 cent production (or import) tax. Fifteen per cent 











STATE REPORTS 





440 


of $4.05 is $.61. Later the 333 per cent mark-up is levied not 
only upon the $4.66 but also upon $1.20 of state excise. Thus 
the total mark-up because of tax would amount to $6.60, of which 
$5.20 actually would reach the public treasury. This assumes 
that the dealers take only the minimum mark-ups. 


* * #+# * 


In October the United States Supreme Court refused to interfere 
with Kentucky’s denial of unemployment compensation to coal 
miners for time lost during 1939 negotiations over their union 
contract. The court’s action on this case involved 25,000 to 
30,000 claims totaling $1,000,000 and had been awaited by Ken- 
tucky before hearings were started on similar claims filed because 
of idleness from the same cause in 1941. Kentucky's law denies 
compensation for idleness during a bona fide labor dispute. Coun- 
sel for the miners think 1941 claims are stronger because the 
operators ‘““walked out on the conference and returned only at 
the insistence of the President.”’ 


* * * * 


Governor Johnson has written Federal Security Administrator 
McNutt a strong letter of protest against the proposed transfer 
of Kentucky's $36,000,000 unemployment compensation fund to 
federal hands. The Governor pointed out that the Court of Ap- 
peals invalidated an act of the legislature that transferred to the 
Federal Railroad Retirement Board $1,077,593 collected from 
railroad workers prior to the transfer to the board of the adminis- 
tration of unemployment compensation for that group. 


* * KF 


Defense spending is credited by the Highway Department for 
sharply increased receipts at the state’s 15 state-owned toll bridges. 
If the trend continues, a substantial advance in the freedom date 
for these bridges is in prospect. Three important spans have 
already been made free; the one between Newport and Cincinnati 
became free on Armistice Day. 


* * kK * 


In October ‘“‘bank night’’ in Kentucky theaters was outlawed 
as a lottery in an agreed judgment in Fayette Circuit Court at 
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Lexington. The Attorney General has pledged vigorous prose- 
cution of any further offenders. 


* * * * 


The Governor has promised that if the 1942 legislative session 
is adjourned sine die two weeks ahead of the usual time he will 
call a special session to redistrict the state for legislative purposes. 
The great growth in the population of counties in the eastern 
coal area has brought grave inequalities. One senatorial district 
returned a population of 202,577 in the last census. On a basis 
of the state’s population the average should be about 75,000 for 
each of the 36 districts. 


University of Kentucky RopMan SULLIVAN 


MISSISSIPPI 


The Northeast Mississippi Council, embracing an area of 25 
counties, has been in process of organization for several months 
and has begun to function as an economic force in the state. Fi- 
nanced by civic-minded men and organizations, the council bears 
considerable resemblance to a regional Chamber of Commerce. 
The president is George A. McLean of Tupelo; the secretary- 
manager, John R. Robinson of Oxford. Headquarters are at the 
University of Mississippi. 

The territory of the council is the northern hill and prairie 
section, beginning at the rim of the Delta and extending east- 
ward to the state boundary. In per capita income, the section 
is one of the poorest in the United States. 

The council has taken as its fundamental objective the develop- 
ment of diversified agriculture and of decentralized industrial 
operations within the area. Economic research and legislative 
activity are the two methods of approach which thus far have 
been adopted. The young organization will face a strong test 
at the January session of the state legislature, at which it plans 
to sponsor the enactment of a workmen’s compensation law. 

* * * 
Mississippi now ranks approximately tenth in the nation as a 


petroleum producing state. While its production is dwarfed by 
comparison with that of Texas, Louisiana or Oklahoma, it has 
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almost overtaken that of Arkansas. The 250 producing wells are 
pumping more than 60,000 barrels a day, and drilling operations 
are proceeding at a high rate. Production did not begin until a 
little over two years ago, and it had not achieved more than a 
third of its present level at the first of 1941. At the going rate 
of production and the prevailing price level for crude oil, Missis- 
sippi’s output is worth at least $20,000,000 a year, or roughly 
4 per cent of all income produced in the state. While current 
figures must be discounted for the abnormal condition of demand 
in the industry, it seems unquestionable that oil is assuming a 
prominent place in the state’s economy. 
eo 


Indexes compiled by the Business Research Station of the School 
of Business and Industry of Mississippi State College show that 
business activity during recent months is exceeding that for the 
same period of last year by 30 to 4o per cent. Contributing fac- 
tors appear to be large scale defense spending, reasonably good 
cotton crops, and a satisfactory price for cotton. 


University of Mississippi M. K. Horng, Jr. 


NORTH CAROLINA 


The industrial picture continues bright in North Carolina, as 
employment and pay rolls increased each consecutive month be- 
tween June and September. The rate of growth in manufacturing 
employment showed signs of declining but the same was not true 
of pay rolls. Cigarette production reached a record volume in 
September; and cotton mill activity was also at a high level. 
During the first nine months of the year North Carolina mills 
consumed almost 2,000,000 bales or about one-third more than in 
the corresponding period for 1940; and it is expected that the recent 
adoption of a flexible price ceiling will encourage the acceptance 
of orders for new business. A shortage of workers prevented 
some plants from going on a three-shift basis in July. Mills are 
taking on all learners legally allowed. The wooden furniture in- 
dustry, in which the state is reported to lead the nation, is oper- 
ating at or near capacity due to heavy defense orders and the effects 
of priorities upon metal furniture. 

Electric power companies have scheduled $12,000,000 for ex- 
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pansion; and the Aluminum Company of America is constructing 
a 100,000 kilowatt dam at Fontana at a cost of $50,000,000. The 
Marine base near Jacksonville is practically completed; and a 
similar project is under way between New Bern and Morehead 
City. Contracts awarded in the state reached $47,585,000 in 
August—about three times the 1940 figure—and September figures 
are expected to show a large increase over those of a year ago. 
One plant now under construction in Durham under a naval con- 
tract will require the services of some 2,500 machinists, the large 
majority of whom must be imported or trained. 


* * * * 


The United Brotherhood of Carpenters and Joiners has initiated 
a campaign to organize employees in the wood-working plants 
pursuant to plans laid in the convention of the North Carolina 
Federation of Labor. By the end of October, Joe Boyd, repre- 
sentative from the Brotherhood, had succeeded in installing nine 
local charters and securing majorities in seven plants. In two of 
the latter, agreements have been negotiated; in three others, 
Labor Board elections are pending. In general, strikes in the 
state have been at a minimum. The chief problem of utilizing 
the labor supply lies in absorbing hosiery workers currently being 
displaced by the silk shortage. Employment in the largest hosiery 
center, it appears, has temporarily increased due to the use of 
broken bales of silk and to a large allotment of rayon. 


* * * * 


The crops of tobacco, cotton, and peanuts were all somewhat 
smaller in 1941 than in 1940 on account of the drought, but prices 
have been extremely favorable to producers. The estimate for 
September 1 showed that the tobacco yield per acre was 906 
pounds, compared with 1,043 a year ago. Total production de- 
clined about 12 per cent. Marketing has proceeded at a record 
rate; and the average October price for all grades ($30.14 per 
hundred pounds) is the third highest for the month on record, 
being exceeded only by the figures for 1919 ($53.82) and 1934 
($33.67). In 1940 the October price averaged $19.42. As for 
cotton, the yield per acre was 26 per cent less than in 1940 and total 
production declined 30 per cent. On September 13, 1941, the 
official average base price on 10 southern markets was 17.74 cents, 
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compared with 9.42 cents on September 12, 1940. Farmers’ re- 
ceipts in 1941 for both cotton and tobacco were comparatively 
large. 

* * * * 

The spurt in industrial and agricultural circles is reflected in 
other economic data. Debits to individual accounts in seven 
leading cities were substantially higher during the summer of 
1941 than in 1940. Automobile registrations and retail sales of 
furniture also increased, although in the last months of the year 
there was a slackening of growth in these departments. Re- 
ceipts from the general sales tax are heavy in spite of the exemp- 
tion of foods for home consumption under the new law. In the 
first four months of the fiscal year 1941, collections totaled about 
$5,025,000 or $973,000 more than in a similar period in 1940. 
Gasoline taxes increased about 18 per cent during the same period, 
indicating that the curfew and voluntary rationing had com- 
paratively little effect upon consumption. 


* *£ *& * 


Several important conferences have been held in recent months. 
A series of seminars and conferences in statistics was held in 
Raleigh during the summer under the auspices of the Department 
of Experimental Statistics of North Carolina State College. H. 
Hotelling was present, among other authorities in the field. In 
October a State Farm Bureau Conference was held in Raleigh at 
which economists and sociologists discussed problems of agri- 
culture. On October 24-25 the Second Annual Symposium on 
Accounting and Taxation was held by the North Carolina Asso- 
ciation of Certified Public Accountants in cooperation with the 
University of North Carolina and Duke University. Discussion 
centered around the Revenue Act of 1941 and recent developments 
in accounting and auditing procedure. 


Duke University Tuomas S. Berry 


SOUTH CAROLINA 


Current economic activity in South Carolina is colored by (2) 
a light cotton and tobacco crop, less than half of normal, and 
(2) extensive army maneuvers. With the smallest cotton crop 
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since 1878, many farmers have experienced a complete loss in 
their principal source of income. Merchants and other business 
firms in the maneuver areas, on the other hand, are experiencing 
an unprecedented boom. Textile manufacturers likewise continue 
to Operate at maximum capacity with a large backlog of defense 
orders. 

* * * * 

Tax revenue receipts are heading toward a new high in the 
state’s history. The anticipated deficit as a result of a state 
supreme court decision declaring unconstitutional an act for di- 
verting part of the gasoline tax to general revenue no longer 
exists. Indications are that the legislature will have an easy 
time on convening in January. 

* * * * 


Defense activities and increased public revenues apparently will 
force South Carolina to rejoin the rank of ‘‘dry’’ states. When 
the general assembly opened in January, 1941, the ‘‘drys’’ intro- 
duced a prohibition bill following a mandate at a general election 
the previous summer. The bill was passed with an amendment 
specifying that sufficient funds must be on hand to offset losses 
from liquor taxes before the act became effective. World War II 
by filling the coffers of the state treasury is unexpectedly returning 
South Carolina to the prohibition column. 

* * * * 


The 171,000 horsepower Santee-Cooper River hydroelectric proj- 
ect is now nearing completion. In addition to relieving the 
severe power shortage in the state, it represents a victory for pub- 
lic ownership in establishing the largest hydroelectric and navi- 
gation project ever undertaken in the southern coastal region. 


Clemson College Witt1am T. Hicks 
TENNESSEE 


Among the local problems in Tennessee, smoke abatement has 
loomed large for many years. During the winter months the 
cities of Nashville, Knoxville and Chattanooga, as well as many 
of the smaller towns, are chronically blanketed with a pall of 
smoke, or of a smoke-and-fog combination. Memphis is the 
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only large city in Tennessee which is practically free of smoke, 
since more than half of the furnaces in that city are fueled by 
natural gas. 

The smoke problem, which is far from trivial in the eyes of the 
citizens concerned, is compounded of technological, economic, 
and political elements. During the November convention of the 
Southern Economic Association, held in Nashville, a number of 
southern economists viewed the problem for the first time and 
at first hand. Others were familiar with the situation because 
of the existence of a similar condition in their own states. The 
matter was discussed at informal gatherings of the delegates 
rather than at the regular round-tables of the conference. 

On the technical side, the smoke is created by the burning of 
low-grade bituminous coal in factories and homes under conditions 
of relatively low altitudes and low wind velocities. Fog rising 
from the rivers, as in the case of the Nashville basin, makes the 
blanket thicker. Chemists and engineers have stated without 
qualification that even if the factories were brought under strict 
smoke control, the smoke would persist so long as private homes 
continued to burn low grades of unprocessed bituminous coal. 

The smoke-control system instituted by the city of St. Louis, 
Missouri, has in recent years been held up as a model to Nashville 
and other Tennessee cities. St. Louis, by city ordinance, pro- 
hibits the burning of coals of more than 23 per cent volatile con- 
tent without the use of special furnace equipment. As a matter 
of practice, under the new system, most of the St. Louis indus- 
trialists and householders buy coal which has already been pro- 
cessed and which costs somewhat more per ton than ordinary 
unprocessed bituminous. After several delegations from Nash- 
ville, including city government authorities, had inspected the 
St. Louis system and reported favorably, the City Council of 
Nashville last spring came close to adopting the system, but 
defeated the proposition at the last moment. Among the argu- 
ments advanced against the St. Louis plan are the following: first, 
that it would alter the system of retail coal distribution and would 
react unfavorably upon the business of the distributors; second, 
that the higher price of processed coal would work a hardship 
upon the low-income householder. Proponents of the plan have 
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responded to the second argument with the claim that the price 
of the superior coal, in relation to its heating content, is no higher 
than the price of “‘cheap’’ coal. 

In recent months a new element has entered into the smoke- 
abatement controversy, that is the question whether or not the 
requirements of the national defense program preclude this reform. 
One position holds that transportation shortages due to the de- 
fense load would prevent shipment of higher-grade coals, e.g. 
from West Virginia, while at the same time shortages of building 
materials would interfere with the alternative construction of 
local Tennessee plants for processing of low-grade coals. The data 
on this point appear somewhat inconclusive. Proponents of smoke 
control, on the other hand, maintain that national defense should 
not be used as a screen for a conservative policy which is in the 
long run costly; further they assert that the health and efficiency 
of the population, which are the foundations of effective defense, 
would best be promoted by immediate and drastic steps to curb 
the smoke menace. The point is made that “‘blackouts’’ should 
be planned affairs rather than chronic disturbances. 


Fisk University Appison T. CuTLer 











PERSONNEL NOTES 


Jeannette M. Amidon has been appointed business analyst on 
the staff of the Bureau of Business Research and instructor in 
statistics at the University of Alabama. 


E. H. Anderson, associate professor of economics in the School 
of Commerce and Business Administration at the University of 
Alabama, was released from part of his campus duties for the first 
semester to participate in the management phase of the Engineer- 
ing, Science, and Management Defense Training program. 


Karl E. Ashburn, head of the Department of Economics and 
Business Administration of Southwestern Louisiana Institute, 
spent the summer at the University of Wisconsin studying labor 
economics and institutional economics. 


Walter H. Bennett, formerly of the University of Alabama, is 
now an assistant professor of economics and assistant director of 
the Bureau of Business Research at the University of Mississippi. 


Truman C. Bigham has been granted a leave of absence from his 
professorship of economics at the University of Florida to accept 
the position of secretary to the Board of Investigation and Re- 
search created by the Transportation Act of 1940. 


H. N. Broom, graduate assistant in accounting at the University 
of Texas last year, has been appointed assistant professor of 
accounting at Southwestern Louisiana Institute. 


O. L. Browder, Jr., assistant professor of business law, has been 
granted a leave of absence from the University of Alabama to 
serve as professor of law in the Law School of the University of 
Tennessee. 


Horace B. Brown, acting dean of the School of Commerce and 
Business Administration at the University of Mississippi, has 
accepted charter membership in the National Business and Edu- 
cation Council. 
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Malcolm H. Bryan of the Federal Reserve Bank of Atlanta was 
elected president of the Southern Economic Association at the 
annual meeting in Nashville. 


Frederick H. Bunting has been promoted to the rank of associate 
professor of economics at the Woman's College of the University 
of North Carolina. 


Morris Burkett has been appointed an instructor in economics 
at the University of Alabama. 


John W. Chisholm, Jr., has been granted a leave from the Univer- 
sity of Alabama for the remainder of the first semester on account 
of illness. William W. Hancock has been secured to substitute 
for Mr. Chisholm as instructor in economic history. 


E. W. Clemens has resigned his position with the University of 
Toledo to accept a position as associate professor of economics at 
Southwestern Louisiana Institute. 


Robert L. Collins has resigned as instructor in accounting at the 
University of Florida. 


George W. Dandelake has been appointed instructor in account- 
ing at the University of Florida. 


C. H. Donovan, associate~professor of public finance at the 
University of Florida, taught during the 1941 summer session at 
the University of North Carolina. 


Robert B. Downes, instructor in economic history and com- 
merce, University of Miami, is on leave as director of athletics, 
with the rank of lieutenant in the Navy, Key West, Florida. 


Leo M. Favrot, associate professor of accounting, has resigned 
to become business manager at Southwestern Louisiana Institute. 


William R. Fort, Jr. has been appointed instructor in business 
administration at Rollins College. 


Bruce Futhey, instructor in accounting in the School of Com- 
merce and Business Administration at the University of Alabama, 
was released from part of his campus duties in the first semester 
to participate in the management phase of the Engineering, 
Science, and Management Defense Training program. 
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S. P. Garner, associate professor of accounting in the School of 
Commerce and Business Administration of the University of 
Alabama was released from part of his campus duties in the first 
semester to take part in the management phase of the Engineering, 
Science, and Management Defense Training program. 


Tyler F. Haygood, formerly of West Virginia University, is 
now senior taxation economist in the Tax Inquiry, U. S. Forest 
Service, Washington, D. C. 


M. K. Horne, Jr., University of Mississippi, served during the 
fall as a special assistant to the National Defense Mediation 
Board's fact-finding commission in the labor dispute between 
CIO and the Aluminum Company of America over the North- 
South wage differential. 


K. W. Hall, associate professor of business administration at 
Southwestern Louisiana Institute, is on leave with the United 
States Naval Reserves. He is stationed at New Orleans. 


Wilburt Ham has been appointed instructor in business law at 
the University of Alabama. 


D. Clark Hyde, associate professor of economics in the Univer- 
sity of Virginia, resigned as secretary-treasurer of the Southern 
Economic Association after seven years of distinguished service 
in this post. His sound judgment and hearty cooperation greatly 
influenced the establishment of satisfactory and lasting policies 
concerning the joint publication of the Southern Economic Journal 
by the Association and the University of North Carolina. In 
fitting recognition of his contribution, the Association adopted 
the following resolution at the Nashville meeting: ‘‘Resolved 
that the thanks and gratitude of the Association be extended to 
Professor D. Clark Hyde who has served the Association so effi- 
ciently and faithfully as secretary and treasurer for the past seven 
years. Much of the progress of the Association during this time 
is the result of his untiring zeal and energy.”’ 


John E. Jacobi, formerly of the University of Maryland, has 
been appointed associate professor of economics and sociology at 
Tusculum College, Greenville, Tennessee. 
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Louis Johnson, Jr., formerly acting head of the Department of 
Business Administration at Tennessee Polytechnic Institute, has 
accepted a position as head of the Department of Business Adminis- 
tration at the East Tennessee State College. 


William H. Joubert, formerly of the Florida State College for 
Women, has been appointed assistant professor of economics at 
the University of Florida. 


Harold C. Krogh has been appointed instructor in commerce at 
the University of Alabama. 


George W. Lafferty has resigned as assistant professor of account- 
ing at Southwestern Louisiana Institute to become research 
consultant for the state auditor of Texas. 


Joseph N. Leinbach of the University of Tampa is serving as 
coordinator and part-time instructor for national defense courses 
in management being cooperatively offered by the University of 
Tampa and the College of Engineering of the University of Florida. 


Harry A. Lipson, Jr., has been appointed an instructor in eco- 
nomics at the University of Alabama. 


John A. McLeland, instructor in the School of Business Adminis- 
tration, University of Miami, is on leave for a year under a fellow- 
ship appointment in industrial management at Harvard University. 


Clifford E. Maser has resigned from the faculty of the Depart- 
ment of Business Administration at Rollins College to accept a 
business position. 


Royal Mattice has been promoted to assistant professor of eco- 
nomics at Florida State College for Women. 


Gertrude Meek has been appointed instructor in commerce at 
Florida State College for Women. 


J. Theodore Morgan has joined the faculty at Randolph-Macon 
Woman's College this year as adjunct professor of economics and 
sociology. 


Edgar Z. Palmer, University of Kentucky, was re-elected first 
vice president of the Southern Economic Association at its annual 
meeting in Nashville. 
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B. U. Ratchford, professor of economics at Duke University, 
has been appointed an editor of the Southern Economic Journal. 


Luella Richey has been promoted to associate professor of eco- 
nomics at Florida State College for Women. 


Ralph C. Russell, associate professor of accounting in the School 
of Business and Industry of Mississippi State College, has been 
appointed to the advisory board of the National Association of 
Teaching Certified Public Accountants. 


David M. Schwartz is teaching courses in federal tax accounting 
at the University of Tampa. 


Frank S. Scott, formerly head of the Department of Business 
Administration at Ranger Junior College, is now serving as an 
instructor of economics at the University of Mississippi. 


Leonard Silk has been appointed part-time instructor in eco- 
nomics at Duke University. 


Joseph J. Spengler, professor of economics at Duke University, 
was elected second vice president of the Southern Economic Asso- 
ciation at the annual meeting in Nashville. 


William J. Stanton has been appointed as an instructor in ac- 
counting in the University of Alabama. He was released from 
part of his campus duties in the first semester to take part in the 
management phase of the Engineering, Science, and Management 
Defense Training program. 


J. W. Taylor has been appointed associate professor of business 
administration in the School of Business and Industry of Missis- 
sippi State College. 


Wendell P. Trumbull is back at the University of Mississippi 
after spending the past two years in graduate study at the Univer- 
sity of Michigan. He has been promoted to assistant professor 
of accounting. 


E. M. Walker, assistant professor of secretarial science at 
John B. Stetson University, has been granted a leave of absence 
for 1941-42. Her position is being filled by Mrs. Marion Leonard. 


James E. Ward, Clemson College, was elected secretary-treasurer 
of the Southern Economic Association at its annual meeting in 
Nashville. 
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Ralph M. Williams has been appointed assistant professor of 
accounting in the School of Business Administration, University 
of Miami. 


T. W. Wood, associate professor of industrial and personnel 
management at North Carolina State College of the University of 
North Carolina, has become state correspondent for the Southern 
Economic Journal. 


W. M. Young has resigned as assistant professor of business 
administration at Southwestern Louisiana Institute to accept a 
position with the Texas College of Arts and Industries. 
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